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Politics 


The  most  prominent  of  Syria’s 
al-Oaeda-linked  rebel  factions, 
the  Islamic  State  of  Iraq  and 
al-Sham  (meaning  Greater 
Syria),  widely  known  as  isis, 
was  attacked  and  reportedly 
defeated  in  a  number  of  places 
in  northern  Syria  by  its  less 
jihad-minded  rivals,  as  Presi¬ 
dent  Bashar  Assad  and  his 
government  forces  looked 
happily  on.  Meanwhile,  the 
UN’s  secretary-general  invited 
an  array  of  countries,  includ¬ 
ing  the  United  States,  Russia, 
TUrkey  and  Saudi  Arabia,  but 
not  Iran,  the  Syrian  govern¬ 
ment’s  closest  regional  ally,  to 
attend  peace  talks  in  Geneva 
on  January  22nd. 

isis  was  also  engaged  in  bat¬ 
tles  against  Iraqi  government 
forces  in  Anbar,  a  province 
west  of  Baghdad  abutting  both 
Syria  andjordan.  Its  men 
controlled  much  of  the  prov¬ 
ince’s  two  biggest  cities, 
Ramadi  and  Falluja,  but  the 
prime  minister,  Nuri  al-Maliki, 
said  he  was  determined  to 
recapture  them. 

Egyptians  prepared  to  vote  in 
a  referendum  on  January  14th 
and  15th  on  a  new  constitution 
put  forward  by  the  army- 
backed  government,  which 
ousted  an  Islamist-led  one  last 
July.  Followers  of  the  Muslim 
Brotherhood,  the  former  ruling 
party  that  has  recently  been 
banned  as  a  terrorist  move¬ 
ment,  are  calling  for  a  boycott. 

Representatives  of  South 
Sudan’s  government  under 
President  Salva  Kiir  and  of 
rebels  loyal  to  his  former  vice- 
president,  Riek  Machar,  met  in 
Ethiopia’s  capital,  Addis 
Ababa,  to  discuss  peace.  Their 
forces  back  home  continued 


fighting.  In  a  separate  meeting 
Sudan’s  president,  Omar 
al-Bashir,  met  Mr  Kiir  in  Juba, 
South  Sudan’s  capital. 

An  ugly  statistic 

The  murder  of  Monica  Spear, 
an  actress  and  a  former  Miss 
Venezuela,  and  her  husband 
prompted  protests  in  the  coun¬ 
try  about  levels  of  violence. 
Unofficial  figures  put  the  num¬ 
ber  of  homicides  in  Venezue¬ 
la,  which  has  a  population  of 
30m,  at  almost  25,000  in  2013. 

Reforms  allowing  Cubans  to 
buy  and  sell  modern  cars 
without  needing  special  per¬ 
mits  from  the  government 
came  into  force.  But  absurdly 
high  prices-more  than 
$250,000  for  a  Peugeot— meant 
more  lookers  than  buyers. 

Brazil’s  finance  minister, 
Guido  Mantega,  sought  to 
alleviate  concerns  about  the 
public  finances,  announcing 
that  the  country  had  posted  a 
larger-than-expected  primary 
budget  surplus  last  year. 


The  political  battlefield 


Bangladesh’s  ruling  Awami 
League  won  a  general  election, 
after  a  boycott  by  the  main 
opposition  party.  Voter  turn¬ 
out  was  low.  At  least  150  people 
died  in  violence  before  the 
election  and  during  it. 

Security  forces  in  Cambodia 
shot  and  killed  five  garment 
workers  at  a  march  against  low 
wages.  The  protest  formed  part 
of  a  wider  opposition 
movement  against  the  three- 
decade  rule  of  Hun  Sen  as 
prime  minister. 

America’s  energy  secretary 
postponed  a  trip  to  India 
because  of  an  increasingly 
bitter  row  over  the  arrest  and 
strip  search  of  a  female  Indian 


diplomat  in  New  York  on 
charges  of  visa  fraud  and 
underpaying  her  nanny.  The 
government  in  Delhi  is  furious, 
even  threatening  to  impose 
traffic  fines  on  American  em¬ 
bassy  cars  in  the  Indian  capital. 

Thailand’s  anti-corruption 
body  decided  to  charge  more 
than  300  politicians  for  trying 
to  change  the  constitution. 
Most  of  them  are  from  the 
governing  party.  The  move  is  a 
further  twist  in  Thailand’s 
political  gridlock  ahead  of  an 
election  on  February  2nd. 

Beat  policemen 

Around  350  police  officers  in 
Ankara,  Turkey’s  capital,  were 
removed  from  their  posts.  The 
purge  of  the  police  force  came 
in  the  wake  of  a  wide-ranging 
corruption  investigation  that 
plunged  the  country’s  political 
leadership  into  crisis.  The 
government  of  the  prime 
minister,  Recep  Tayyip  Erdo- 
gan,  is  intensifying  efforts  to 
sideline  those  who  are  driving 
the  investigation,  including 
plans  for  a  law  to  give  it  greater 
control  over  the  judiciary. 

Princess  Cristina,  the  youngest 
daughter  of  Spain’s  King  Juan 
Carlos,  was  charged  with  tax 
fraud  and  money  laundering, 
an  unwelcome  scandal  after  a 
series  of  public-relations 
disasters  that  have  beset  the 
increasingly  unpopular  royal 
family.  The  examining  magis¬ 
trate  summoned  the  princess 
to  appear  in  court  on  March 
8th.  The  move  could  lead  to 
the  first  trial  of  a  member  of 
the  Spanish  royal  family. 

Laimdota  Straujuma  was  set  to 
become  Latvia’s  first  female 
prime  minister.  She  will  re¬ 
place  Valdis  Dombrovskis, 
who  stepped  down  amid 
public  anger  at  the  collapse  of 
a  supermarket  roof  in  Riga, 
Latvia’s  capital,  last  November, 
killing  54  people.  Elections  are 
due  in  October. 

Workers  at  a  Goodyear  factory 
in  northern  France  released 
two  managers  they  had  held 
captive  for  30  hours  in  a  dis¬ 
pute  over  plans  to  close  it. 
Union  leaders  and  managers 
have  been  negotiating  for 


years  about  how  to  deal  with 
the  American  tyre  company’s 
loss-making  site. 

The  inequality  agenda 

Six  Republicans  joined  Demo¬ 
crats  in  the  Senate  to  prevent  a 
filibuster  of  a  bill  that  would 
temporarily  reinstate 
unemployment  benefits  for 
people  who  have  been  out  of 
work  for  more  than  26  weeks. 
Benefits  were  extended  in 
2008,  but  the  programme 
expired  in  December,  ending 
the  benefit  for  1.3m  people. 

New  York’s  governor,  Andrew 
Cuomo,  announced  that  mari¬ 
juana  would  be  allowed  for 
limited  medical  purposes  in 
the  state,  which  despite  its 
liberal  leanings  has  stern  laws 
on  the  drug’s  use.  Meanwhile, 
the  legalisation  of  marijuana 
for  recreational  use  in  Colora¬ 
do  was  popular,  with  licensed 
shops  reporting  that  they  were 
running  out  of  the  weed 
because  of  high  demand. 

Chris  Christie,  New  Jersey’s 
normally  ebullient  governor, 
said  he  was  “outraged”  that 
one  of  his  aides  had  apparent¬ 
ly  colluded  with  officials  to 
cause  traffic  problems  in  a 
town  where  the  mayor  had 
not  supported  Mr  Christie’s 
re-election  bid.  He  denied 
knowing  ab  out  the  affair,  but  . 
the  vindictiveness  displayed 
by  his  staff  may  dent  his 
popularity. 


Much  of  North  America  shiv¬ 
ered  through  a  “polar  vortex”, 
with  many  towns  as  far  south 
as  central  Florida  recording 
their  coldest  temperatures  in 
20  years.  New  York  endured  a 
bone-numbing  -i6°C  (4°F), 
though  that  was  positively 
balmy  compared  with  the 
-40°C  recorded  in  Brimson, 
Minnesota.  ►► 
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Business 

Samsung  released  a  forecast 
of  its  operating  profit  for  the 
last  quarter  of  2013  that  fell  far 
short  of  expectations.  Most  of 
that  may  be  because  of  one-off 
factors,  such  as  forking  out  for 
special  bonuses,  though  the 
South  Korean  group  is  facing 
stiff  competition  at  the  cheap¬ 
er  end  of  the  smartphone 
market.  However,  Samsung 
took  market  share  from  Apple 
at  the  pricier  end  of  the  market 
last  year,  and  its  tablet  busi¬ 
ness,  where  margins  are  rising, 
is  doing  well. 

Staying  in  Detroit 

Alan  Mulally,  who  runs  Ford 
Motors,  ruled  himself  out  as  a 
contender  to  replace  Steve 
Ballmer  as  Microsoft’s  chief 
executive.  Speculation  had 
been  mounting  that  Mr 
Mulally  was  the  front-runner 
to  take  over  when  Mr  Ballmer 
steps  down  this  year. 

Car  sales  in  Brazil  dipped  by 
0.9%  in  2013,  the  first  fall  after 
ten  years  in  which  sales  aver¬ 
aged  growth  of  10%.  Brazil’s 
government  has  relied  on  the 
car  industry  to  keep  the  econ¬ 
omy  motoring  along,  offering 
incentives  to  boost  factory 
jobs;  and  the  Brazilian  market 
has  become  more  important  to 
carmakers,  such  as  Fiat. 


American  authorities  were  not 
informed.  Mr  Madoff  was 
arrested  in  December  2008. 

Leo  Strine,  the  outspoken  head 
of  Delaware’s  Court  of  Chan¬ 
cery,  a  big  venue  for  business 
disputes  and  shareholder 
litigation,  was  nominated  by 
the  governor  to  be  the  state’s 
chief  justice.  More  than  half  of 
America’s  publicly  traded 
companies  are  incorporated  in 
Delaware. 

Billions  lost  on  bullion 

The  Swiss  National  Bank  said 
that  the  value  of  its  gold  re¬ 
serves  fell  by  SFn.5  billion  ($17 
billion)  in  2013.  Gold  prices 
tumbled  by  28%  last  year,  the 
steepest  annual  drop  since 
1981,  ending  a  12-year  bull  run 
for  the  precious  metal  as  in¬ 
vestors  instead  piled  into 
booming  stockmarkets.  Swit¬ 
zerland’s  central  bank  holds 
more  than  1,000  tonnes  of 
gold.  America  holds  the  largest 
amount  of  gold  in  the  world, 
around  8400  tonnes. 

Bitcoin’s  status  as  a  global 
virtual  currency  was  knocked 
back  when  Alibaba,  China’s 
biggest  e-commerce  firm, 
banned  it  from  being  used  on 
its  websites.  This  follows  curbs 
on  Bitcoin  introduced  by  Chi¬ 
na’s  central  bank.  Bitcoin’s 
price  is  still  volatile,  losing  half 


its  value  in  December  and  then 
rising  again  to  $1,000  before 
Alibaba’s  decision. 

I  Bond  yields 
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Ireland’s  first  sale  of  a  govern¬ 
ment  bond  since  exiting  its 
bail-out  programme  late  last 
year  was  almost  four  times 
oversubscribed.  The  sale  of  a 
ten-year  bond  raised  €3.8 
billion  ($5.1  billion)  with  a 
yield  below  3.5%;  at  the  height 
of  its  debt  crisis  Ireland’s  bor¬ 
rowing  costs  approached  14%. 

The  Bank  of  England’s  survey 
of  credit  conditions  showed 
demand  for  mortgages  in 
Britain  from  October  to  De¬ 
cember  rising  at  the  fastest 
pace  since  the  survey  began  in 
2007.  A  government  scheme 
that  backs  house  purchases 
has  been  a  factor,  though  the 
central  bank  cited  “market 
share  objectives,  higher  expec¬ 
tations  for  house  prices  and  an 
increased  appetite  for  risk”  as 
driving  most  of  the  demand. 


Falling  sales  led  L’Oreal,  a 
French  cosmetics  company,  to 
stop  selling  its  Gamier  brand 
in  China  and  instead  promote 
its  other  merchandise.  Revlon, 
a  rival,  recently  announced 
that  it  was  pulling  out  of  the 
Chinese  market,  where  online 
retailers  offer  heavy  discounts 
on  many  premium  beauty 
products. 

Bargain  hunters 
Sales  in  American  shops 
during  the  pre-Christmas 
period  rose  by  2.7%,  the  slow¬ 
est  pace  since  2009.  Retailers 
did  well  over  the  Thanksgiving 
break,  but  their  customers  held 
off  from  splurging  again  until 
they  were  tempted  back  by 
price-slashing  promotions  in 
the  week  before  Christmas. 

A  company  that  makes  a  new 
type  of  freight  pallet  from 
glass  fibre  and  resin  composite 
stacked  up  one  of  the  most 
successful  ipos  on  London’s 
Alternative  Investment  Market 
over  the  past  12  months.  RM2 
International  is  expanding 
production  of  its  pallets,  which 
it  claims  are  stronger  and 
longer-lasting  than  wooden 
ones.  Pallets  carry  the  world’s 
cargo:  2.3  billion  are  used  in 
North  America  alone. 


Other  economic  data  and  news 
can  be  found  on  pages  80-81 


Ireland 


Moody’s  cut  Qantas  Airways’ 
credit  rating  to  junk  status, 
because  of  a  “marked  deterio¬ 
ration”  in  the  carrier’s  ability 
to  compete  with  Virgin  Austra¬ 
lia  in  its  key  domestic  market. 
Qantas  has  embarked  on  a  big 
cost-cutting  exercise. 

JPMorgan  Chase  dug  deep 
into  its  pockets  again  to  pay 
another  fine,  this  time  stump¬ 
ing  up  $2.6  billion  to  settle 
criminal  and  civil  charges  that 
it  failed  to  heed  warnings 
about  Bernard  Madoff’s  Ponzi 
scheme.  JPMorgan  was  his 
firm’s  primary  banker,  but  did 
not  address  misgivings  about 
transactions  as  far  back  as  the 
early  1990s.  The  bank’s  Lon¬ 
don  office  became  increasingly 
suspicious  and  in  October 
2008  filed  a  report  with  British 
regulators  listing  its  concerns. 


RETIREMENT. 

IT’S  NOT 

ROCKET  SCIENCE 

IT’S  HARDER 
THAN  THAT. 


Getting  employees  engaged  in  retirement  planning  is  challenging. 
But  InvestMap  is  changing  that. 


InvestMap  combines  the  simplicity  of  Target  Date  funds  with  personalized  risk  options  and  dynamic 
fund  reallocation.  The  bottom  line?  It's  an  alternative  that  our  clients  say  is  far  superior.  And  with 
year-over-year  participation  rates  as  high  as  96%,  everyone  seems  pleased.  In  our  short  film,  hear  from 
clients  themselves— as  well  as  their  plan  participants:  Milliman.com/investmap. 


Li  Milliman 
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The  $9  trillion  sale 

Governments  should  launch  a  new  wave  of  privatisations,  this  time  centred  on  property 


IMAGINE  you  were  heavily  in 
debt,  owned  a  large  portfolio 
of  equities  and  under  used 
property  and  were  having  trou¬ 
ble  cutting  your  spending- 
much  like  most  Western  govern¬ 
ments.  Wouldn’t  you  think  of 
offloading  some  of  your  assets? 
Politicians  push  privatisation  at  different  times  for  different 
reasons.  In  Britain  in  the  1980s,  Margaret  Thatcher  used  it  to 
curb  the  power  of  the  unions.  Eastern  European  countries  em¬ 
ployed  it  later  to  dismantle  command  economies.  Today,  with 
public  indebtedness  at  its  highest  peacetime  level  in  advanced 
economies,  the  main  rationale  is  to  raise  cash. 

Taxpayers  might  think  that  the  best  family  silver  has  al¬ 
ready  been  sold,  but  plenty  is  still  in  the  cupboard  (see  pages 
18-21).  State-owned  enterprises  in  oecd  countries  are  worth 
around  $2  trillion.  Then  there  are  minority  stakes  in  compa¬ 
nies,  plus  $2  trillion  or  so  in  utilities  and  other  assets  held  by  lo¬ 
cal  governments.  But  the  real  treasures  are  “non-financial”  as¬ 
sets— buildings,  land,  subsoil  resources— which  the  imp 
believes  are  worth  three-quarters  of  gdp  on  average  in  rich 
economies:  $35  trillion  across  the  oecd. 

Some  of  these  assets  could  not  or  should  not  be  sold.  What 
price  the  Louvre,  the  Parthenon  or  Yellowstone  National  Park? 
Murky  government  accounting  makes  it  impossible  to  know 
what  portion  of  the  total  such  treasures  make  up.  But  it  is  clear 
that  the  overall  list  includes  thousands  of  marketable  holdings 
with  little  or  no  heritage  value. 

America’s  federal  government  owns  nearly  im  buildings 
(of  which  45,000  were  found  to  be  unneeded  or  under-used  in 
a  2011  audit)  and  about  a  fifth  of  the  country’s  land  area,  be¬ 
neath  which  lie  vast  reserves  of  oil,  gas  and  other  minerals; 
America’s  “fracking”  revolution  has  so  far  been  almost  entire¬ 
ly  on  private  land.  The  Greek  state’s  largest  stock  of  unrealised 
value  lies  in  its  more  than  80,000  non-heritage  buildings  and 
plots  of  land.  With  only  one  holiday  home  for  every  100  in 
Spain,  Greece  should  be  able  to  tempt  developers  and  other  in¬ 
vestors  at  the  right  price.  Analysts  at  pwc  reckon  Sweden  has 
marketable  state-owned  property  worth  $100  billion-120  bil¬ 
lion.  If  that  is  typical  of  the  oecd,  its  governments  are  sitting 
on  saleable  land  and  buildings  worth  up  to  $9  trillion-equiv¬ 
alent  to  almost  a  fifth  of  their  combined  gross  debt. 

Get  on  with  it 

Governments  seem  strangely  reluctant  to  exploit  these  rev¬ 
enue-raising  opportunities.  That  is  partly  because  privatisa¬ 
tion  always  faces  opposition.  Particular  sensitivities  surround 
land,  as  Ronald  Reagan  discovered  when  his  plan  to  sell 
swathes  of  America’s  West  were  shot  down  by  a  coalition  of 
greens  and  ranchers  who  enjoyed  grazing  rights,  and  as  the 
British  government  found  in  2010  when  environmentalists 
scuppered  its  attempt  to  sell  Forestry  Commission  land. 

In  recent  years  the  big  transactions,  apart  from  reprivatisa¬ 
tions  of  rescued  banks,  have  mostly  taken  place  in  emerging 
markets.  Activity  is  starting  to  pick  up  in  Europe:  the  British 


government  sold  Royal  Mail  last  year,  and  is  setting  a  good  ex¬ 
ample  both  in  transparency  over  its  land  and  property  hold¬ 
ings  and  in  its  readiness  to  sell  them.  But,  overall,  caution  rules. 
Italy,  for  example,  carries  a  public-debt  burden  of  132%  of  gdp, 
yet  its  privatisation  plans  are  timid-even  though  the  state  has 
proportionately  more  to  sell  than  most  other  rich  countries, 
with  corporate  stakes  worth  perhaps  $225  billion  and  non-fi¬ 
nancial  assets  worth  as  much  as  $l6  trillion.  Now  that  markets 
have  regained  their  composure,  it  is  time  to  be  bolder. 

There  are  ways  of  encouraging  sales.  Data  collection  on 
public  property  is  shockingly  poor.  It  is  patchy  even  in  Scandi¬ 
navia,  where  governments  pride  themselves  on  their  open¬ 
ness.  Governments  need  to  get  a  better  idea  of  what  they  hold. 
Effective  land  registries,  giving  certainty  to  title,  are  essential: 
Greece’s  registry  remains  a  mess.  Too  many  governments  use 
a  flaky  form  of  “cash  basis”  accounting  that  obscures  the  costs 
of  holding  property.  Too  few  produce  proper  balance-sheets. 
Better  beancounting  would  make  it  easier  to  ascertain  what 
might  be  better  off  in  private  hands. 

Governments  also  need  to  sweat  whatever  remains  in  state 
hands.  There  is  no  single  model  for  managing  public  assets, 
but  any  successful  strategy  would  include  setting  private-sec- 
tor-style  financial  benchmarks,  replacing  cronies  with  experi¬ 
enced  managers  and  shielding  them  from  political  interfer¬ 
ence.  Not  only  is  this  good  in  itself,  but  it  can  also  lead  naturally 
to  privatisation.  That  was  the  case  in  Sweden  a  decade  ago, 
when  creating  a  professionally  managed  holding  company  for 
state  assets  revealed  many  to  be  non-core,  leading  to  a  selling 
splurge  by  a  left-leaning  government. 

Where  are  the  successors  to  Thatcher  and  Reagan? 

Privatisation  is  no  panacea  for  profligate  governments.  Selling 
assets  is  a  one-off  that  provides  only  brief  respite  for  those  ad¬ 
dicted  to  overspending  (though,  once  sold,  assets— from  ports 
to  companies-tend  to  generate  far  more  business).  It  also  has 
to  be  weighed  against  lost  revenue  if  the  assets  provide  an  in¬ 
come  stream:  oil-rich  Norway  gets  a  quarter  of  its  government 
revenue  from  well-managed  state  companies.  Selling  when 
markets  are  depressed  is  generally  a  bad  idea. 

Governments  also  need  to  learn  from  mistakes  made  in 
past  waves  of  privatisation.  Without  robust  regulation,  sell- 
offs  enrich  insiders  and  lead  to  backlashes.  That  happened  in 
Britain  (over  rail  and  utilities)  and  emerging  markets  (telecoms, 
banking  and  more).  The  Royal  Mail  sale  was  a  reminder  of  the 
political  risks:  price  an  asset  too  high  and  the  deal  might  flop; 
price  it  too  low  and  the  taxpayer  feels  cheated.  Nevertheless, 
for  governments  that  are  serious  about  bringing  their  spend¬ 
ing  in  line  with  revenues,  privatisation  is  a  useful  tool.  It  allows 
governments  to  cut  their  debts  and  improve  their  credit  rat¬ 
ings,  thus  reducing  their  outgoings,  and  it  improves  the  econ¬ 
omy’s  efficiency  by  boosting  competition  and  by  applying 
private-sector  capital  and  skills  to  newly  privatised  assets. 

Thatcher  and  Reagan  used  privatisation  as  a  tool  to  trans¬ 
form  utilities,  telecoms  and  transport.  Their  21st-century  suc¬ 
cessors  need  to  do  the  same  for  buildings,  land  and  resources. 
Huge  value  is  waiting  to  be  unlocked.  ■ 
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France's  economic  woes 

Can  Francois  do  a  Gerhard? 
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The  president  is  talking  reform.  It  is  in  his  interest,  and  his  country’s,  that  he  should  carry  it  out 


EUROPE’S  weakness  has  been 
most  evident  around  its  pe- 
riphery-in  Greece,  Portugal, 
Spain  and  Italy.  Yet  by  some 
measures,  France  is  in  worse 
shape.  Among  eu  countries  in 
the  past  25  years,  only  Italy  has 
seen  slower  growth.  France’s 
budget  deficit  is  bigger  than  Italy’s  and  its  current-account  def¬ 
icit  is  the  largest  in  the  euro  zone.  But  it  is  the  contrast  with  Ger¬ 
many  that  is  most  painful.  Since  the  creation  of  the  euro,  in 
1999,  France’s  gdp  per  head  has  risen  by  just  0.8%  a  year, 
against  Germany’s  1.3%;  its  unit  labour  costs,  then  below  Ger¬ 
many’s,  are  now  higher;  its  exports,  then  worth  almost  60%  of 
Germany’s,  now  total  less  than  40%.  Unemployment  in 
France  is  near  11%,  a  16-year  high;  in  Germany  it  is  just  over  5%,  a 
20-year  low.  And  whereas  most  of  the  euro  zone  is  now  grow¬ 
ing,  France  may  be  entering  another  recession. 

This  weakness  is  undermining  efforts  to  fix  the  euro.  The 
Franco-German  engine  that  usually  powers  the  eu  is  broken, 
and  France’s  failure  to  reform  is  provoking  a  backlash  against 
efforts-such  as  the  creation  of  a  banking  union-needed  to 
shore  up  the  single  currency.  Why,  German  taxpayers  ask, 
should  their  credit  support  unreformed  Gallic  practices? 

The  response  to  all  this  from  Francois  Hollande,  France’s 
Socialist  president  since  mid-2012,  has  so  far  been  hapless.  His 
early  objections  to  excessive  austerity  came  to  nothing.  Rather 
than  cut  public  spending  (at  57%  of  gdp,  the  highest  in  the  euro 
zone),  he  has  raised  taxes,  including  a  payroll  charge  on  high 
earners  of  75%.  Instead  of  the  proper  pension  reforms  seen 
elsewhere,  he  has  marginally  lengthened  the  contribution  per¬ 
iod.  Far  from  copying  the  deep  structural  reforms  undertaken 
in  peripheral  countries,  he  has  barely  begun  liberalising  la¬ 
bour  and  product  markets  or  trimming  France’s  social-welfare 


spending,  the  highest  in  the  oecd  rich-country  club. 

Such  soft-pedalling  has  got  Mr  Hollande  nowhere.  Polls 
now  rank  him  as  the  least  popular  president  of  the  Fifth  Re¬ 
public;  many  young  people  are  talking  of  leaving  the  country. 
Yet  there  is  now  a  glimmer  of  light.  In  his  new-year  message, 
Mr  Hollande  at  last  spoke  seriously  of  cutting  taxes  and  public 
spending,  improving  competitiveness  and  creating  a  more  in¬ 
vestor-friendly  climate.  And  he  offered  French  business  what 
he  called  a  “responsibility  pact”  (see  page  43). 

Reforming  France  will  require  wholesale  changes.  Taxes 
are  too  high  and  the  state  is  too  big.  Both  need  to  be  scaled 
back.  Then  must  come  greater  liberalisation  of  the  labour  mar¬ 
ket,  a  fuller  pension  shake-up  and  deep  cuts  in  social-welfare 
charges  on  business. 

His  last  chance 

Given  his  domestic  record,  voters  have  every  reason  to  be 
sceptical  that  Mr  Hollande  will  live  up  to  his  promises.  But  he 
has  demonstrated  some  boldness  in  acting  abroad.  It  is  in  his 
own  interest  to  take  radical  action  at  home,  too. 

If  Mr  Hollande  allows  the  economy  to  slide,  he  will  spoil 
his  chances  of  re-election  in  2017.  He  cannot  spend  his  way  out 
of  trouble,  because  France  is  too  heavily  in  debt,  so  reform  is 
his  only  option.  He  has  plenty  of  time  to  implement  changes 
before  the  next  election.  French  presidents  have  a  lot  of  power, 
and  he  is  ready  to  pass  reforms  by  decree,  not  legislation.  The 
centre-right  is  in  disarray,  partly  because  Marine  Le  Pen’s  Front 
National  is  riding  high.  Although  he  is  unpopular  with  some 
in  his  party,  he  has  little  to  fear  from  his  left;  anyway,  the  French 
left  often  proves  more  reformist  than  the  right. 

Ten  years  ago  Germany  was  labelled  “the  sick  man  of  Eu¬ 
rope”.  Then  Gerhard  Schroder,  a  Social  Democrat,  liberalised 
radically,  and  Germany  bounced  back.  So  could  France  now,  if 
only  its  president  were  bold  enough.  ■ 


Drug  legalisation 

Of  bongs  and  bureaucrats 


How  to  tax  and  regulate  marijuana 

THEY  came  to  Denver,  the 
mile-high  city  to  get  high. 
They  shivered  in  the  cold  as  they 
waited  for  the  first  legal  recre¬ 
ational  marijuana  (cannabis) 
shops  in  Colorado  to  open  on 
January  1st.  It  is  too  early  to 
judge  whether  the  experiment 
is  working,  but  the  early  signs  are  good  (see  page  24).  The  first 
American  state  to  allow  toking-for-fun  has  not  been  seized  by 
reefer  madness.  Its  pot  shops  are  more  orderly  than,  say,  a  Brit¬ 
ish  pub  at  closing  time.  One  report  claimed  that  37  Coloradans 
died  of  marijuana  overdoses  on  the  first  day  of  legalisation, 


but  it  was  in  the  Daily  Currant,  a  spoof  newspaper.  Few  read¬ 
ers  were  fooled:  one  reason  why  Americans  keep  voting  to  re¬ 
lax  marijuana  laws  is  that  they  have  mostly  come  round  to  the 
view  that  dope  is  less  hazardous  than  booze. 

Opponents  of  drug  prohibition  (a  position  The  Economist 
has  held  since  1993)  may  be  tempted  to  celebrate.  There  is  no 
doubt  which  way  the  tide  is  flowing.  Most  Americans  now  be¬ 
lieve  that  marijuana  should  be  legalised,  taxed  and  regulated. 
Twenty  states  plus  Washington,  dc,  allow  the  consumption  of 
pot  for  medical  purposes;  Washington  state  will  soon  join  Col¬ 
orado  in  licensing  sales  to  those  who  simply  want  to  enjoy  a 
spliff.  If  legalisation  works  in  America  (and  Uruguay,  which  le¬ 
galised  pot  last  month),  it  will  surely  spread.  But  there’s  the  ►► 
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►  rub:  if  the  first-movers  mess  up  the  details,  public  opinion  may 
shift  and  the  campaign  against  prohibition  could  stall. 

Legalisation  is  just  the  first  step.  Pot  must  also  be  regulated. 
Because  it  is  more  dangerous  than  chocolate  or  chips,  it  needs 
to  be  subject  to  more  stringent  safety  checks  than  food.  As 
with  alcohol,  anybody  who  wants  to  produce  it  for  sale,  or  sell 
it,  should  be  licensed,  as  they  will  be  in  Colorado.  It  should  car¬ 
ry  clear  labels  showing  its  tetrahydrocannabinol  (thc)  con¬ 
tent,  just  as  cans  of  beer  display  their  alcoholic  strength-con¬ 
sumers  should  know  what  they  are  smoking.  Colorado  seems 
to  be  handling  this  well:  labels  are  clear,  safety  rules  stringent. 

Deciding  how  to  tax  the  stuff  means  asking  some  funda¬ 
mental  questions.  Where  governments  want  to  raise  revenue 
without  distorting  markets,  the  best  approach  is  to  charge  busi¬ 
nesses  a  flat  fee,  like  a  cab  licence.  Firms  then  have  an  incentive 
to  do  as  much  business  as  they  can.  But  where  governments 
want  to  discourage  consumption-as  with  cigarettes  and  alco¬ 
hol— they  should  tax  each  unit  sold. 

Although  marijuana  does  not  harm  people  as  reliably  as 
cigarettes  do,  nor-as  alcohol  does-incite  citizens  to  kill  each 
other,  it  is  not  good  for  you.  And  although  too  little  research 
has  been  done  on  the  extent  of  the  harm  it  can  do,  it  is  thought 
to  raise  the  risk  of  schizophrenia  and  undermine  motivation. 
This  argues  for  a  consumption  tax,  and  a  fairly  stiff  one  at  that. 
But  two  arguments  pull  in  the  opposite  direction.  Marijuana 
may  have  a  beneficial  side-effect:  if  pot-smoking  displaces  li¬ 


quor-drinking,  it  might  actually  be  good  for  public  health.  And 
if  taxes  are  set  too  high,  the  black  market  will  flourish.  That 
will  deprive  the  state  of  revenue  and  push  consumers  towards 
unregulated,  and  therefore  more  dangerous,  weed. 

Better  than  booze 

Colorado  is  setting  the  tax  at  more  than  25%;  state  and  federal 
levies  on  a  six-pack  of  beer  are  only  about  8%.  The  dope  tax 
should  probably  be  lower  than  those  on  booze,  but  alcohol 
taxes  should  be  higher  than  they  are  now.  What  level  the  dope 
tax  should  be  set  at  will  become  clearer  as  more  information 
emerges  about  health  effects  and  about  the  substitution  of 
both  dope  for  alcohol  and  legal  marijuana  for  illegal  stuff. 

One  obstacle  to  Colorado’s  experiment  is  Uncle  Sam.  Mari¬ 
juana  remains  illegal  under  federal  law.  Barack  Obama’s  Jus¬ 
tice  Department  has  said  it  probably  will  not  prosecute  pot 
shops  that  are  legal  under  state  law,  but  banks  shun  them  for 
fear  of  violating  federal  money-laundering  rules.  So  the  busi¬ 
ness  is  largely  cash  only,  which  makes  it  harder  to  tax.  Such 
murkiness  serves  no  purpose.  The  feds  should  explicitly  allow 
banks  and  credit-card  firms  to  handle  any  transactions  that  are 
legal  in  the  state  where  they  occur. 

Advocates  of  legal  marijuana  have  long  predicted  that  it 
will  do  less  harm  than  prohibition;  opponents  have  passion¬ 
ately  disagreed.  How  Colorado  regulates  the  trade  will  help 
determine  who  wins  the  argument.  ■ 


Securitisation 

It’s  back 


Once  a  cause  of  the  financial  world’s  problems,  securitisation  is  now  part  of  the  solution 


GIVEN  their  role  in  the  2008 
meltdown,  and  their  subse¬ 
quent  branding  as  toxic  sludge, 
it  is  not  surprising  that  “securi¬ 
tised”  financial  products  have 
had  a  quiet  few  years.  Yet  the 
transformation  of  mortgages, 
credit-card  debt  and  other  recur¬ 
ring  cashflows  into  new  marketable  securities  is  enjoying 
something  of  a  resurgence.  Once  apparently  destined  for  the 
financial  history  books,  the  alphabet  soup  of  abss  (asset- 
backed  securities),  mbss  (their  mortgage  version),  clos  (col¬ 
lateralised  loan  obligations)  and  others  had  a  bumper  year  in 
2013.  More  growth  is  expected  this  year  (see  page  59). 

Not  everybody  is  thrilled.  Some  observers  argue  that  the 
risks  securitisation  poses  are  too  grave.  But  its  revival  should 
be  welcomed,  for  it  is  probably  essential  to  continued  eco¬ 
nomic  recovery,  particularly  in  Europe. 

Use  carefully 

In  its  simplest  form,  securitisation  is  straightforward  and  bene¬ 
ficial.  For  example,  a  carmaker  expecting  lots  of  monthly  pay¬ 
ments  from  customers  who  have  taken  out  financing  can  get 
investors  to  fund  its  business  more  cheaply  by  selling  them  its 
claim  to  those  payments.  A  bank  on  the  receiving  end  of  mort¬ 
gage  repayments  or  credit-card  receivables  can  do  something 
similar:  bundle  the  loans  up  and  sell  them,  or  use  them  as  col¬ 
lateral  to  get  funding,  which  it  can  then  use  to  issue  more  loans. 


This  boosts  both  credit  and  growth. 

Used  recklessly,  though,  securitisation  can  be  dangerous.  It 
fuelled  the  catastrophic  boom  in  American  subprime  mort¬ 
gages.  Some  banks,  aware  that  home  loans  would  be  sliced, 
diced,  repackaged  and  sold  on,  gave  up  even  cursory  checks  on 
their  borrowers’  creditworthiness.  Investors  piled  in  blindly, 
snapping  up  supposedly  safe  “tranches”  of  bundled-up  debt 
that  proved  to  be  anything  but.  The  boom  turned  to  bust  and 
bail-outs. 

Yet  structured  finance  cannot  bear  sole  responsibility  for 
the  crisis.  It  was  more  the  conduit  for  irrational  financial  exu¬ 
berance  than  its  cause.  Lax  lending  standards  in  boom  times 
predate  the  emergence  of  securitisation  (in  the  1970s)  by  sever¬ 
al  centuries  at  least.  Most  structured  products  performed  well 
through  the  crisis,  with  the  notable  exception  of  those  related 
to  American  residential  mortgages.  Defaults  in  Europe  re¬ 
mained  low  despite  the  recession. 

And  although  there  are  still  risks,  securitisation  should  be 
safer  in  the  future  than  in  the  past  because  of  new,  post-crisis 
regulations  to  reduce  the  danger  of  excesses.  The  principle  that 
the  party  creating  a  new  security  needs  to  retain  some  expo¬ 
sure  to  the  underlying  credit  (the  “skin  in  the  game”  rule) 
should  help  ensure  that  underwriting  standards  do  not  get  too 
slack.  That  will  hamper  the  desirable  transferring  of  risk  but, 
given  recent  history,  it  is  probably  prudent  to  put  a  little  sand  in 
the  gears. 

Some  of  the  Kafkaesque  structures  spawned  by  securitisa¬ 
tion-such  as  collateralised  debt  obligations  (cdos)  that  in-  ►► 
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►  vested  in  other  cdos  that  themselves  invested  in  MBSs-have 
been  made  prohibitively  difficult  to  recreate.  That  is  also  sensi¬ 
ble:  whereas  simple  securitisation  should  be  welcomed  back, 
the  over-engineered  versions  that  rendered  the  financial  sys¬ 
tem  needlessly  opaque  should  not. 

Europe  stands  to  benefit  most  from  securitisation’s  return. 
Lenders  across  Europe  are  under  pressure  to  improve  the  ratio 
of  capital  they  hold  to  loans  made.  One  way  of  doing  this  is  to 
stop  extending  credit,  which  is,  unfortunately,  what  many 
banks  have  done.  If  they  instead  slimmed  themselves  through 
securitisation,  by  bundling  and  repackaging  loans  and  selling 


them  to  outside  investors  such  as  insurance  firms  or  asset 
managers,  they  could  lend  more  money  to  credit-starved  com¬ 
panies.  That  would  have  the  added  benefit  of  spreading  risk 
away  from  wobbly  banks. 

Securitisation  certainly  has  a  black  mark  against  it,  but  it  is 
far  too  useful  to  be  banished  for  good.  Almost  all  financial  in¬ 
novations,  from  the  humble  mortgage  to  the  joint-stock  com¬ 
pany,  have  had  to  re-establish  their  reputations  after  a  bust  at 
some  point  in  their  history.  Society  benefited  from  their  even¬ 
tual  rehabilitation-as  it  most  probably  will  from  the  revival  of 
securitisation.  ■ 


Britain's  planning  laws 

An  Englishman’s  home 


The  shortage  of  housing  is  a  gathering  national  crisis.  Rev  up  the  bulldozers 


NOW  that  the  economy  is  at 
last  growing  again,  the 
burning  issue  in  Britain  is  the 
cost  of  living.  Prices  have  out¬ 
stripped  wages  for  the  past  six 
years.  Politicians  have  duly  har¬ 
ried  energy  companies  to  cut 
their  bills,  and  flirted  with  rais¬ 
ing  the  minimum  wage.  But  the  thing  that  is  really  out  of  con¬ 
trol  is  the  cost  of  housing.  In  the  past  year  wages  have  risen  by 
1%;  property  prices  are  up  by  8.4%.  This  is  merely  the  latest  in  a 
long  surge.  If  since  1971  the  price  of  groceries  had  risen  as  steep¬ 
ly  as  the  cost  of  housing,  a  chicken  would  cost  £51  ($83). 

By  subsidising  mortgages,  and  thus  boosting  demand,  the 
government  is  exacerbating  the  problem.  But  that  is  not  the 
main  reason  for  rising  prices.  Driven  by  a  baby-boom,  immi¬ 
gration  and  longer  lives,  Britain’s  population  is  growing  by 
around  0.8%  per  year,  faster  than  in  most  rich  countries.  For¬ 
eign  wealth,  meantime,  is  pouring  into  London. 

If  supply  were  rising  fast  too,  increasing  demand  would  not 
matter;  but  it  is  not.  Though  some  221,000  additional  house¬ 
holds  are  formed  in  England  annually,  just  108,000  homes 
were  built  in  the  year  to  September  2013. 

The  lack  of  housing  is  an  economic  drag.  About  three-quar¬ 
ters  of  English  job  growth  last  year  was  in  London  and  its  hin¬ 
terlands,  but  high  prices  make  it  hard  for  people  to  move  there 
from  less  favoured  spots.  It  also  damages  lives.  New  British 
homes  are  smaller  than  those  anywhere  else  in  Europe,  house¬ 
hold  size  is  rising  in  London  and  slums  are  spreading  as  immi¬ 
grants  squash  into  shared  houses  (and,  sometimes,  garden 
sheds).  Inequality  is  growing,  because  the  higher  property 
prices  are,  the  greater  the  advantage  that  accrues  to  those 
whose  parents  own  their  homes. 

This  is  all  the  result  of  deliberate  policymaking.  Since  the 
1940s  house-building  in  Britain  has  been  regulated  by  a  system 
designed  to  prevent  urban  sprawl,  something  it  has  achieved 
spectacularly  well.  It  is  almost  impossible  to  construct  any 
new  building  anywhere  without  permission  from  the  local 
council.  In  the  places  where  people  most  want  to  live-suburbs 
at  the  edge  of  big  cities— councils  tend  not  to  give  it. 

Ministers  have  tried  to  override  local  nimbys  (see  page  47). 
The  previous,  Labour,  government  set  regional  house-build¬ 
ing  targets  and  bullied  councils  to  accept  high  allocations.  The 


current  coalition  has  scrapped  that  approach  in  the  name  of 
local  democracy-but  it,  too,  has  resorted  to  strong-arming 
councils  to  release  more  land.  It  has  also  worked  with  the  Bank 
of  England  to  reduce  the  cost  of  credit  and  has  subsidised  high 
loan-to-value  mortgages  through  a  scheme  called  “Help  to 
Buy”.  This  has  boosted  demand  for  housing  but  not  supply. 

A  much  better  way  of  encouraging  house-building  would 
be  to  give  local  councils  bigger  incentives  to  allow  it.  nimby- 
ism  is  not  always  irrational.  Housing  developments  spoil 
views;  incomers  fill  roads,  schools  and  doctors’  surgeries.  Yet 
though  land  prices  can  soar  200-fold  when  planning  permis¬ 
sion  is  granted,  councils  cannot  extract  much  of  the  increased 
value  to  spend  on  services.  A  new  scheme,  the  Community  In¬ 
frastructure  Levy,  nods  in  the  right  direction.  But  it  is  hedged 
with  restrictions  and  is  expected  to  raise  just  £6som  a  year  na¬ 
tionally.  That  is  not  nearly  enough  to  change  minds. 

Local  governments,  which  are  short  of  cash  these  days, 
could  be  allowed  to  charge  developers  much  more.  But  the  ide¬ 
al  solution  would  be  a  tax  on  the  value  of  land.  This  would  be 
low  or  zero  for  agricultural  land  and  would  jump  as  soon  as 
permission  to  build  is  granted.  It  would  prod  builders  to  get  to 
work  quickly.  It  would  also  help  to  capture  the  gains  in  house 
prices  that  result  from  investment  in  transport  or  schools. 

The  green  belts  that  stop  development  around  big  cities 
should  go,  or  at  least  be  greatly  weakened.  They  increase  jour¬ 
ney  times  without  adding  to  human  happiness.  London’s,  in 
particular,  mostly  protects  scrubby  agricultural  fields  and 
pony  paddocks.  Parts  would  be  prettier  with  housing  on. 

This  blessed  plot 

The  government  should  also  do  more  to  organise  and  pay  for 
industrial  wastelands  to  be  prepared  for  housing.  “Brown¬ 
field”  sites  are  typically  built  on  only  when  land  prices  rise 
enough  to  cover  the  high  cost  of  development.  Urban  develop¬ 
ment  corporations,  such  as  the  one  established  in  the  198.0s  to 
regenerate  east  London’s  docklands,  could  assemble  such 
plots  of  land  more  effectively  than  private  developers. 

Not  all  these  policies  would  be  popular  or  easy.  Even  the 
modest  planning  reforms  introduced  by  the  coalition  are  re¬ 
sented.  Building  on  fields  in  a  country  that  is  as  crowded  as 
England  will  always  rile  some  people,  however  well-designed 
the  system.  But  the  alternative  is  worse:  a  nation  of  renters  and 
rentiers,  where  only  the  rich  own  houses.  ■ 
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Deconstructing  France 

sir  -  “Bleak  chic”  (December 
21st)  contended  that  many 
countries  rank  far  above 
France  in  happiness.  Yet  happi¬ 
ness  is  intrinsically  hard  to 
gauge,  and  these  “global 
barometers”  rely  on  a  naive, 
capitalistic  scale  to  measure  it. 
Nor  am  I  surprised  that  auster¬ 
ity-battered  countries  are 
happier,  for  in  their  world  of 
instant  gratification  a  mere 
trifle  is  enough  instantly,  albeit 
briefly,  to  satisfy  them.  Your 
article  almost  stumbled  on  the 
truth-but  instead  faltered  at 
the  doorstep-when  it  said  that 
people  everywhere  are  more 
than  likely  to  say  they  are 
happy.  It  is  people  who  don’t 
know  any  better  who  are 
likely  to  say  they  are  happy. 

Moreover,  you  read 
“Candide”  out  of  context.  It 
was  written  in  response  to  the 
optimistic  doctrine  that  ours  is 
the  best  of  all  possible  worlds. 
Rather  than  promote  pessi¬ 
mism  it  shuns  a  possibly  dan¬ 
gerous  optimistic  attitude. 
Voltaire  was  arguing  against  a 
certain  illusory,  happy  resigna¬ 
tion,  which  he  believed  one 
must  overcome,  for  why  else 
would  we  need  to  cultivate 
our  gardens? 

Existentialism  offers  a 
genuineness  that  might  easily 
be  mistaken  for  ennui  by  the 
uninitiated,  but  in  reality  goes 
deeper  than  that.  The  French 
are  Albert  Camus’s  nation  of 
absurd  men,  and  they  would 
rather  face  the  truth  of  life  than 
live  in  ignorant  bliss.  A  baby 
laughs  at  the  most  trivial  thing 
and  thinks  himself  happy;  an 
adult  does  not.  The  French 
believe  that  pleasure  should 
triumph  over  desk-slavery, 
and  simply  know  better. 

KENNETH  CHARLES  CURMI 

Hamrun,  Malta 


Hotel  checking 

sir  -  To  say  that  the  “age  of  the 
grand  hotel  ran  from  i860  to 
i960”  is  to  make  it  seem  that 
Paris’s  Grand  had  no  anteced¬ 
ents  (“Be  my  guest”,  December 
21st).  The  age  began  in  the 
1820s  with  the  Tremont  House 
in  Boston  (1828)  followed  by 
the  first  Astor  House  in  New 
York  (1834)  and  the  Burnet 


House  in  Cincinnati  (1848), 
none  of  them  the  size  of  the 
Grand  but  all  of  them  grander 
than  anything  previous. 

The  Illustrated  London  News 
called  the  Burnet  the  best  hotel 
in  the  world.  All  initiated  the 
standard  of  comparative  luxu¬ 
ry  enlarged  by  later  hotels.  All 
were  designed  by  an  under¬ 
rated  antebellum  architect 
named  Isaiah  Rogers,  and  he  is 
now  recognised  as  the  father 
of  the  luxury  hotel. 

JAMES  O'GORMAN 
Professor  emeritus 
Wellesley  College 
Wellesley,  Massachusetts 


Paying  to  use  Heathrow 

sir  -  Your  leader  on  expand¬ 
ing  Heathrow  airport  barely 
mentioned  pricing  (“Go  west”, 
December  21st).  Last  October 
the  Civil  Aviation  Authority 
announced  that  airport  char¬ 
ges  at  Heathrow  should  be 
fixed  in  real  terms  until  2019. 
That  is  crazy.  Heathrow  is  at 
capacity  and  monopoly  regu¬ 
lation  is  therefore  counter¬ 
productive:  prices  should  clear 
the  market. 

Consumers  would  ulti¬ 
mately  pay,  but  this  is  just  an 
extension  of  the  principle  of 
peak-load  pricing,  which  we 
accept  for  rail  travel  but  for 
some  reason  not  for  air  travel. 
And  passengers  have  in  any 
case  done  pretty  well  over  the 
past  two  decades  of  budget 
airlines;  they  have  also  ratio¬ 
nally  switched  demand  to 
other  airports  where  there  is 
still  spare  capacity.  Higher 
prices  at  Heathrow  would 
further  encourage  this  trend. 

If  there  is  any  increase  in 
capacity,  consumers  should 
pay  for  it.  Allowing  the  market, 
rather  than  the  Civil  Aviation 
Authority,  to  determine  what 
consumers  pay  for  using 
Heathrow  would  be  a  good 
way  to  start  this  process. 

STEPHEN  WRIGHT 
Professor  of  economics 
Birkbeck  College 
London 

sir  -  The  sprawling  megalopo¬ 
lis  of  south-east  England 
should  have  more  than  just 
one  world-class  hub  airport. 
The  solution  is  to  replace 
Gatwick’s  glorified  porta- 


kabins  with  proper  terminals, 
add  more  runways,  and  build  a 
high-speed  rail  link  to  Canary 
Wharf.  It  would  become  the 
airport  of  choice  for  anyone 
going  to  or  from  the  City.  Mos¬ 
cow  proves  it  works  with  two 
true  airport  hubs:  Sheremet¬ 
yevo  and  Domodedovo. 

LOREN  GERLACH 
London 


Petty’s  cash  ledger 

sir  -  You  credited  William 
Petty  with  inventing  econom¬ 
ics  in  the  17th  century,  but  did 
not  do  full  justice  to  his  cost- 
benefit  calculations  (Free 
exchange,  December  21st).  The 
good  doctor  estimated  the 
value  of  a  person  to  be  some¬ 
where  between  £60-90  and  in 
“Political  Arithmetick”  he 
suggested  these  values  could 
be  used  “to  compute  the  loss 
we  have  sustained”  from  the 
plague  and  war.  In  1667  he 
argued  that  given  the  value  of 
an  individual  and  the  cost  of 
transporting  people  away 
from  the  plague  in  London  and 
caring  for  them,  every  pound 
spent  would  yield  a  return  of 
£84  as  the  probability  of  sur¬ 
vival  increased.  (He  also  sug¬ 
gested  that  an  individual  in 
England  was  worth  £90,  and  in 
Ireland  £70.) 

In  a  lecture  on  anatomy  in 
1676  Petty  argued  that  the  state 
should  intervene  to  assure 
better  medicine,  which  could 
save  200,000  subjects  a  year 
and  thus  represented  a  sen¬ 
sible  state  expenditure.  To¬ 
day’s  economic  estimates  are 
more  refined  and  the  data  are 
more  exact,  but  the  arguments 
presented  by  Petty  still  res¬ 
onate  in  public  policy. 

RASHI  FEIN 

Professor  emeritus  of  the 
economics  of  medicine 
Harvard  MedicalSchool 
Boston 


Handing  back  the  gong 

sir  -  As  a  Uruguayan  I  was 
disappointed  that  you  chose 
Uruguay  as  “country  of  the 
year”  (“Earth’s  got  talent”, 
December  21st).  Have  you  read 
the  law  that  “legalises”  mari¬ 
juana?  It  adds  new  Soviet-style 
measures  where  marijuana 
users  must  register,  pharma¬ 


cies  must  sell  the  stuff,  the 
amounts  for  growers  and  users 
are  rigidly  fixed,  licences  for 
growing  it  are  required  and 
new  regulatory  bureaucracies 
are  created.  I  might  add  that 
the  Uruguayan  government  is 
not  noted  for  its  efficiency. 

Why  was  marijuana  not 
simply  decriminalised? 

We  have  other,  more  press¬ 
ing  problems,  such  as  the 
falling  ratings  in  the  latest  pisa 
surveys,  which  show  that  40% 
of  young  Uruguayans  do  not 
finish  high  school. 

INES  CODURI 
Montevideo,  Uruguay 

sir  -  You  like  Uruguay’s  presi¬ 
dent  because  he  flies  economy 
class  and  drives  a  Beetle,  with¬ 
out  mentioning  that  he  ignores 
the  constitution  in  passing 
many  decrees  and  has  handed 
the  state  airline  to  an  obscure 
investment  group  against  all 
recommendations.  You  con¬ 
cluded  that  Uruguay  is  “bold, 
liberal  and  fun-loving”,  even 
though  it  is  the  opposite  of  all 
those  things.  Please  pass  me 
the  joint  you  were  smoking. 
MARIO  NAVARRO  PIZZO 
Montevideo,  Uruguay 

sir  - 1  was  pleased  to  see  that 
Somaliland  made  your  short¬ 
list  for  country  of  the  year,  for 
keeping  piracy  and  Islamic 
extremism  at  bay.  Just  one 
point  to  clarify.  You  state  that 
Somaliland  “on  most  reck¬ 
onings”  is  not  a  country.  On 
most  reckonings  we  most 
certainly  are.  We  have  a  strong 
legal  case  for  recognition  as  an 
independent  nation  state, 
underpinned  by  historical 
precedent  and  the  overwhelm¬ 
ing  support  of  the  people  of 
Somaliland  who  voted  for 
independence  in  2001.  We 
have  a  democratic  govern¬ 
ment,  stable  institutions  and  a 
thriving  free  market  economy. 
MOHAMED  BEHIYONIS 
Foreign  minister  of  Somaliland 
Hargeisa  ■ 
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Ukraine's  protests:  Stalemate 

As  Ukraine's  anti-government 
protests  lumberinto  their  seventh 
week  with  no  breakthrough  in  sight,  fatigue 
and  a  sense  of  futility  are  taking  hold 

Culture:  A  new  Florence 

Stanford  University,  California's 
famous  innovation  factory,  thinks 
entrepreneurs  should  know  howto  decode 
Mozart  symphonies 

Middle  East:  Wish  you  were  here? 

Residents  of  Nabi  Samuel,  on  the 
West  Bank,  suspect thatlsrael  has 
been  planningtheir  removalsinceitdeclared 
the  village  a  national  park 


Most  read  on  Economist.com 

1 

Political  insurgency 

Europe's  Tea  Parties 


2 


Schumpeter  column 

Bringing  homethe  bacon 


3 

4 

5 


The  cult  of  the  gym 

The  new  puritans 

Corruption  in  Turkey 

The  Arab  road 

The  future  of  cancer  treatment 

Up  close,  and  personal 


Featured  comment 


"The  'livestock  v grain '  argument  is  old  and 
shortsighted.  Livestock  produce  much  more 
than  just  meat,  including  things  such  as 
leather,  tallow  etc.  They  are  used  to  manage 
wild  areas  that  are  fire  prone  to  reduce  the  risk 
and  severity  of  fires.  They  eat  grain  that  is  not 
ft  for  human  consumption. "  —On  "Meat  and 
greens",  Dec  3lst  2013 
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Follow  us  @TheEconomist 


To  subscribe  go  to 
econ.st/Sb6Prb 


The  way  the  old  capital  crumbles 

In  the  unlit  streets  of  Yangon  the  old 
buildings  loom  like  phantoms  from  another 
time  and  place.  But  the  acute  need  for  office 
space,  luxury  apartments  and  hotels  has  led 
to  a  building  boom,  meaning  the  sound  of 
sledgehammers  is  neverfaroff 


The  acrid  smell  of  burning  books 

A  library  belonging  to  an  Orthodox 
Christian  priestin  Lebanon,  containing 
over  80,000  books  and  manuscripts,  was  set 
ablaze  after  it  was  claimed  it  contained  a  . 
pamphlet  that  was  insulting  to  Islam  and 
the  Prophet  Muhammad 


Top  growers  in  2014 

One  economy  may  grow  twice  as  fast  as  any 
otherin  the  coming  year,  perhaps  by  as 
much  as  35%,  according  to  forecasts  from 
the  Economist  Intelligence  Unit.  A  byword 
for  instability,  the  fastest-growing  country 
is  probably  notthe  oneyou  expect 


Links  to  all  these  stories 
can  be  found  at: 
economist.com/dh49 
or  by  scanning  this  code 
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JL  =  POSITION  ANNOUNCEMENT 

vir  Dryland  Systems 

CG,AR  Director  -  CGIAR  Research  Program  on  Dryland  Systems 

Creating  new  approaches  for  Integrated  Agricultural  Production  Systems  for  Food  Security  and  Better  Livelihoods  in  the  Dry  Areas. 
Opportunity  for  an  outstanding  research  manager  to  lead  an  innovative  new  global  research  program  on  dryland  agricultural  systems. 
Internationally  Recruited  Position  in  Amman,  Jordan.  Please  apply  online  at  www.icarda.org/iea/  by  January  31, 2014. 


The  Challenge 

The  Dryland  Systems  Research  Program  is  a  major  new  effort  to  speed  up  the 
identification,  testing,  and  delivery  of  solutions  to  increase  food  and  nutrition 
security,  and  improve  livelihoods  in  the  world's  most  fragile  agro-ecosystems. 

j  Current  reductionist,  piecemeal,  and  single-dimension  research  approaches  to  improve 
|  agriculture  in  low-income  countries  are  no  longer  effective.  If  you  share  this  feeling  and 
]  are  a  dynamic  manager  who  has  produced  and  led  innovative  research  on  agriculture  and 
i  livelihoods  in  dryland  systems,  we  encourage  you  to  apply  to  this  challenging  senior  position. 

j  The  Dryland  Systems  Program  starts  in  2012.  Its  integrated  agro-ecosystems  approach 
,  should  develop  research  to  produce  solutions  to  benefit  low  income  countries  and  their  rural 
.  communities.  It  combines  knowledge  from  applied  research  using  the  latest  innovation  system 
1  approaches,  communication  and  knowledge  sharing  strategies,  and  tools.  The  Program's  new 
i  thinking  and  findings  will  be  harnessed  to  create  measurable,  sustainable,  and  large  scale 
i  impact  on  rural  livelihoods, 
i 

i  The  Program  has  a  growing  annual  budget  of  over  $40  Million.  Details  are  available  at:  http:// 
www.icarda.org/dryland_systems/teaser  and  http://drylandsystems.cgiar.org/ 

Your  Role 

As  the  Director  of  the  Dryland  Systems  Program,  you  will  be  working  closely  with  partners 
and  stakeholders  to  develop  the  research  portfolio  to  achieve  clearly  defined  results  of  the 
Program.  This  involves  coordinating  the  inputs  and  results  of  the  work  of  implementation 
multi-disciplinary  teams,  and  effective  management  of  partnerships.  Project  management  and 
building  of  an  extensive  network  of  collaborators  and  partners  are  critical  success  factors. 

Your  Responsibilities 

As  the  Director  of  the  Program,  you  report  directly  to  the  Director  General  of  ICARDA,  the 
Center  leading  the  Program.  You  will: 

•  Ensure  effective  and  efficient  implementation  of  the  Program  to  achieve  its  objectives 
meeting  qualitative  and  quantitative  standards  and  ensure  timely  and  high  quality 
reporting  on  the  Program. 

•  Coordinate  the  inputs  of  implementation  teams  in  the  targeted  regions. 

•  Lead  resource  mobilization  efforts. 


•  Ensure  scientific  excellence  and  global  influence  of  the  Program. 

•  Ensure  effective  partnerships  with  research  and  development  partners. 

•  Represent  the  Program  globally  to  ensure  high  visibility  and  to  create  positive  views  of 
investors,  stakeholders,  and  the  public. 

What  will  you  need  to  bring  to  the  position? 

•  PhD  degree  in  a  discipline  relevant  to  the  Program  with  broad  knowledge,  preferably  of 
agricultural  production  systems  in  the  drylands  of  developing  countries. 

•  Minimum  of  1 0  years  international  experience  at  senior  management  level.  At  least  5  years' 
experience  should  be  in  leading  multi-country  and  multi-disciplinary  large  projects. 

•  Proven  sustainable  impact  of  your  research  and  development  initiatives. 

•  Proven  leadership  skills  in  a  multi-disciplinary  and  multicultural  environment. 

•  A  successful  track  record  of  mobilizing  resources  from  diverse  sources. 

•  Excellent  negotiation  and  team-building  skills. 

•  Excellent  command  of  spoken  and  written  English  and  communication  skills. 

ICARDA 

7  Scwnc*  tty  B+an  (rvefttxyodv  in  Dry  Arr*-. 

ICARDA  -  The  Lead  Center  -  and  Partners 

The  International  Center  for  Agricultural  Research  in  the  Dry  Areas  (ICARDA)  is  leading  this 
Program.  ICARDA  is  an  international  autonomous,  non-profit,  research  center  with  a  36-year 
history  in  dry  areas. 

We  are  supported  by  the  CGIAR  consortium  of  agricultural  research  centers.  For  more  details: 

www.icarda.org.  The  Program  is  implemented  by  a  wide  range  of  partners  including  eight 
CGIAR  Centers  (ICARDA,  ICRISAT,  Bioversity,  CIR  ICRAF,  ILRI,  IWMI.WorldFish),  Sub-Saharan  Africa 
Challenge  Program,  national  agricultural  research  systems,  and  advanced  research  institutes. 

Terms  of  appointment  salary  and  benefits 

The  post  is  in  Amman,  the  Hashemite  Kingdom  of  Jordan.  The  initial  contract  will  be  for  3  years 
and  renewable  based  on  performance. 


www.icarda.org 


We  are  an  equal  opportunity  employer  and  encourage  applications  from  women 


Institute  of  International  Finance  (IIF) 

Washington,  DC 

The  IIF  is  one  of  the  world's  largest  global  associations  of  financial  institutions.  We  provide  economic  and  financial  analysis,  serve  as  a  forum  for 
exchanging  views  and  developing  proposals  on  global  regulatory  issues;  and  represent  our  members  in  discussions  with  the  public  sector  on  global 
economic  and  financial  policy  issues.  Detailed  descriptions  of  each  of  the  three  positions  below  can  be  found  on  our  website  at  www.iif.com/about/iifjobs. 


Chief  Representative,  IIF  Regional  Office  in  Dubai 

The  IIF  will  be  opening  an  office  in  Dubai  as  a  hub  for  regional  activities  in  the  Middle  East  and  Africa.  The  Chief  Representative  will  be  responsible  for  developing  and  enhancing 
relationships  with  regional  financial  firms  and  helping  to  identify  and  address  the  most  important  issues  facing  financial  institutions  from  the  perspective  of  firms  in  the  two  regions. 
Applicants  should  have  10-15  years  of  experience  in  the  regional  financial  sen/ices  industry.  S/he  should  have  a  graduate  degree,  preferably  in  economics,  finance,  or  an  international 
discipline.  Flexibility  to  cover  varied  subject-matters  is  essential.  Excellent  English  speaking  and  writing  skills  are  mandatory.  Knowledge  of  Arabic  and/or  French  is  a  plus.  Travel  in  the 
MENA  region  and  in  Sub-Saharan  Africa  will  be  required. 

Deputy  Director,  Capital  Markets  &  Emerging  Markets  Policy 

The  Institute's  Capital  Markets  and  Emerging  Markets  Policy  (CEM)  Dept,  analyzes  developments  in  international  capital  markets  and  monitors  potential  systemic  risks.  The  Deputy 
Director  will  work  across  the  full  range  of  CEM  products,  including  analytical  research,  working  group  activities,  membership  outreach  and  events.  S/he  will  edit  and  oversee  production 
of  CEM  research  and  develop  ideas  for  the  systematic  monitoring  of  global  markets  (a  particular  focus  will  be  the  implications  of  regulatory  change  for  financial  services  firms,  financial 
market  structures  and  practices).  Applicants  must  have  10-15  years  of  experience  in  credit  and  capital  market  analysis  related  to  financial  markets  and  institutions,  especially  during 
periods  of  rapid  regulatory  change.  A  strong  understanding  of  financial  markets  and  the  private  financial  sector  is  important.  Expertise  in  the  use  of  appropriate  spreadsheets  and 
databases,  modeling  techniques,  and  financial  analysis  tools,  as  well  as  the  ability  to  identify  and  use  market  sources  of  data  and  intelligence  is  required.  The  ability  to  write  clear,  concise 
and  informative  reports  is  essential.  International  experience  and  perspectives  are  highly  desirable. 

Policy  Advisor,  Regulatory  Affairs 

The  Policy  Advisor  will  conduct  analysis  of  new  international  regulatory  initiatives  by  groups  such  as  the  G20,  the  FSB,  the  Basel  Committee,  IOSCO,  the  IAIS,  the  European  Commission; 
support  the  development  of  global  industry  positions  on  a  wide  range  of  challenging  regulatory  issues  by  developing  position  papers,  response  documents  and  other  analytical  pieces; 
manage  the  work  of  a  range  of  high-level  industry  committees  and  working  groups,  and  engage  in  dialogue  with  international  policymakers  on  behalf  of  IIF  members.  Successful 
candidates  must  be  strongly  motivated,  highly  articulate,  exercise  effective  judgment  and  have  strong  analytical  abilities.  S/he  will  likely  have  a  graduate  degree  in  finance,  risk,  law, 
economics,  international  studies  or  another  relevant  discipline  from  a  leading  university  (or  the  equivalent  in  experience).  At  least  1 0  years  of  experience  in  the  financial  sector,  the 
regulatory/supervisory  community  or  a  trade  association  are  required.  Knowledge  of  financial  derivatives  and  their  regulation  would  be  advantageous.  S/he  must  be  fluent  in  English 
and  have  excellent  oral  and  written  communication  skills. 


To  apply  for  any  of  these  positions,  please  email  cover  letter,  with  salary  requirements,  and  resume  to  personnel@iif.com  in  Microsoft  Word  format.  For  more  information  on  the  IIF, 

please  refer  to  our  website  at  www.iif.com. 
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Where  Next? 


InterExec  is  the  global  leader  in  getting 
top  executives  to  the  pinnacle  of  their  careers. 
Using  our  unique  international  network  and 
in-depth  market  knowledge,  we  act  discreetly 
to  provide  unrivalled  access  to  prime 
opportunities  which  are  rarely  published. 


lnterE>(ec 

UNIQUE  NETWORK  ♦  OUTSTANDING  TALENT 


Are  you  a  high  achiever  earning  £150k  to  £lm+? 

+44  (0)207  562  3482  or 

email:  london@interexec.net  www.interexec.net 


Jill  FAD 

Enabling  poor  rural  people  to  overcome  poverty 

The  International  Fund  for  Agricultural  Development  (IFAD)  is  an 
international  financial  institution  and  a  specialized  United  Nations 
agency  dedicated  to  eradicating  rural  poverty  and  hunger.  It  does  so  by 
financing  programmes  and  projects  that  increase  agricultural 
productivity  and  raise  rural  incomes,  and  by  advocating  at  the  local, 
national  and  international  level  for  policies  that  enable  poor  rural 
people  to  overcome  poverty. 

IFAD  is  looking  for  professionals  with  strategic  vision,  a  solid  team 
orientation,  proven  capacity  to  generate  results,  and  a  deep  understanding 
of  and  commitment  to  development.  IFAD  is  currently  seeking  to  recruit 
two  professionals  for  its  Independent  Office  of  Evaluation  (IOE): 

•  Senior  Evaluation  Specialist,  P5:  A  committed  and  competent 
professional  who  will  substantively  contribute  to  IOE  evaluation  activities, 
with  a  view  to  ensuring  adherence  to  the  IFAD  evaluation  policy,  quality- 
standards  and  evaluation  manual.  An  independent-minded,  experienced 
expert  who  can  lead  Corporate  Level  and  Country  Programme  Evaluations 
to  enhance  IFAD's  success  in  delivering  its  mandate. 

•  Evaluation  Specialist,  P4:  A  knowledgeable  and  capable  professional  who 
will  enhance  IFAD's  accountability'  and  knowledge  of  results  by  designing 
and  conducting  Country  Programme  and  project  evaluations.  A  dedicated 
and  capable  specialist  who  will  manage  the  entire  evaluation  process  and 
support  IFAD's  advocacy  for  the  amelioration  of  rural  food  security. 

IFAD  offers  a  competitive  remuneration  and  benefits  package  that  includes 
tax-free  salary',  dependency  allowance,  education  grant  up  to  university' 
level,  medical  and  group  life  insurance,  home  leave  and  pension  plan. 

IFAD  is  committed  to  achieving  diversity  and  is  seeking  a  balanced  workforce 
from  its  Member  States.  Women  are  particularly  encouraged  to  apply. 

For  detailed  information,  visit  our  website  tvtvtv.ifad.org/job 
Please  send  your  application  through  the  IFAD  online  system 
by  31  January  2014 


UNFPA,  the  United  Nations  Population  Fund,  works 
to  deliver  a  world  where  every  pregnancy  is  wanted, 
every  childbirth  is  safe  and  every  young  person's 
potential  is  fulfilled.  We  are  the  lead  United  Nations 
agency  that  expands  the  possibilities  for  women  and 
young  people  to  lead  healthy  sexual  and 
reproductive  lives  We  are  one  of  the  Funds  and 
Programmes  of  the  UN  System  with  headquarters  in 
New  York,  six  Regional  Offices,  and  Country  Offices 
in  150  countries  around  the  world. 


A  New  Generation  of 
Leadership 


UNFPA  is  on  the 
ground  improving 
lives  in  more  than 
150  countries. 


The  new  UNFPA  Strategic  Plan  sets  out  the  ambitious 
results  we  hope  to  achieve  over  the  next  four  years,  as  well 
as  a  continued  agenda  for  organizational  change,  to  deliver 
results  smarter  and  faster.  UNFPA  is  also  committed  to  the 
United  Nations  system-wide  harmonization,  coordination, 
and  coherence  of  ethics-related  policies  and  ensures  that  all 
UNFPA  personnel  observe  and  perform  their  functions  in  line 
with  the  highest  standards  of  integrity,  professionalism  and 
mutual  respect 


To  help  drive  the  change  and  implement  ethics-related 
policies,  UNFPA  is  pleased  to  invite  expressions  of  interest 
in  the  following  positions: 

Deputy  Director  and  Chief  of  HR  Strategic  Partner  -  DHR  (D1) 
Applications  close:  T ransforming  the  way  we  manage  human  resources  is  a 
31s1  January,  2014  cornerstone  of  the  change  agenda  and  UNFPA  is 
undertaking  an  exciting  HR  Transformation,  with  a  mandate 
to  enhance  HR  processes,  services  and  culture. 

Ethics  Adviser  (D1) 

Taking  a  proactive  role  in  fostering  management  and  staff 
awareness  of  the  UN/UNFPA  standards  on  ethical  behavior, 
the  prevention  of  conflicts  of  interest  and  the  proper  conduct. 


Want  to  learn  more  about  these  and  other  exciting  opportunities? 
Please  go  to  https://erecruit.partneragencies  org/erecruit.html 


Hospital  CEO/Administrator 

for 

UAE-Abu  Dhabi  Hospital 


The  CEO /Administrator  will  be  responsible  for  planning, 
managing  and  directing  the  overall  operations  of  a  new  Hospital 
based  in  Abu  Dhabi.  The  appointed  person  must  ensure 
attainment  of  strategic  objectives  and  the  delivery  of  quality 
health  care  services  while  developing  and  managing  the  budget 
for  the  hospital. 

Qualifications 

Education:  Bachelor's  degree  in  healthcare  administration,  business 
administration,  finance,  or  clinical  specialty.  Masters  degree  in 
healthcare  administration,  business  administration,  or  clinical 
specialty  preferred.  Equivalent  combination  of  education,  training, 
and  experience  may  substitute  for  education  requirements. 

Experience:  Minimum  five  years  experience  in  healthcare 
administration/ management  with  experience  in  facility  operations 
management,  personnel  management,  and  /  or  finance.  Minimum 
of  two  years  experience  at  Administrator  level  preferred. 

Salary: 

Excellent  relocation  package 
Please  forward  your  CVs  to  jobs@adpuk.org 

Interviews  are  expected  to  take  place  during  the  period 
13-17  January  2014. 


Description 
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General  Manager  of  the  Finance  Department 
(FIN)  &  Chief  Financial  Officer  (CFO) 


Are  you  looking  for  challenging  work? 

Do  you  want  to  contribute  to  Latin  America  and  the  Caribbean? 

You  can  make  a  difference  at  the  Inter-American  Development  Bank 
(IDB).  We  are  searching  for  an  outstanding  strategic  executive  to  fill 
this  position  at  our  Washington,  D.C.  headquarters: 

As  General  Manager  and  CFO,  s/he  provides  strategic  financial 
leadership  to  help  the  IDB  meet  Its  financial  goals  and  objectives, 
and  holds  primary  responsibility  for  leading  the  mobilization  and 
administration  of  the  Bank’s  financial  resources,  Including  funding 
Bank  operations  and  managing  liquidity  prudently  and  within 
policy  limits.  The  CFO  works  to  maintain  the  Bank's  triple-A  rating, 
developing  and  implementing  sound  &  effective  policies  to  ensure 
the  IDB's  financial  integrity,  discipline,  and  long  term  financial 
sustainability.  Is  accountable  for  the  Bank’s  treasury  and  accounting 
operations,  as  well  as  financial  policy,  planning  &  support. 

As  a  member  of  the  Executive  management  team,  s/he  leads  a  Dept, 
of  approx.  100  staff  plus  contractual  employees. 

Ideal  candidate  is  a  seasoned,  innovative  financial  expert  with 
strong  leadership  skills,  management  abilities,  strategic  vision, 
best  practice  knowledge,  and  substantial  experience  working 
in  international  and  complex  organizations.  At  least  15+  yrs.  relevant 
experience,  with  10  yrs.  at  senior  leadership  level  managing  and 
overseeing  global  financial  markets  (knowledge  of  financial  markets 
of  Latin  America  and  Caribbean  region  is  highly  desirable). 
English  and  Spanish  proficiency  Is  essential;  strong  presentation 
skills  very  important.  Education  requirement:  advanced  degree 
in  finance,  accounting,  economics,  business  admin,  or  relevant  field. 
Applicants  must  be  a  citizen  of  one  of  the  IDB  Member  Countries. 


Deadline  for  applications:  January  31,  2014. 

For  full  job  description/responsibilities  and  requirements,  please  go 
to  www.iadb.org,  then  ‘Jobs’  and  'Search  here’  on  the  Careers  site. 

The  IDB  offers  a  competitive  compensation  and  benefits  package 
and  a  diverse  and  inclusive  work  environment. 


BRD 
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Rwanda  Development  Bank  (BRD) 

Job  Opportunity:  Chief  Operations  Officer(COO) 

Background: 

The  Rwanda  Development  Bank  (BRD)  supports  Rwanda’s  development  mission.  In 
existence  since  1967,  BRD  has  in  recent  times  seen  unprecedented  growth-  a  changing 
institution  in  a  rapidly  changing  economy.  The  bank  is  recognized  as  one  of  the  most 
dynamic  development  financial  institution  (FDI)  in  the  region.  The  bank  now  seeks  to  hire 
an  experienced  COO  to  drive  key  results. 

The  Role: 

You  will  report  to  the  Chief  Executive  Officer  (CEO)  and  be  accountable  for  the  day-to-day 
effectiveness  of  the  bank’s  operations;  drive  a  culture  of  compliance  and  results;  grow  and 
mentor  critical  skill  sets;  strengthen  the  bank's  service  culture;  and  significantly  contribute 
to  the  Bank’s  development  mission  -  helping  to  drive  the  bank’s  quest  for  growth  and 
transformation. 

The  Qualifications: 

You  will  be  a  seasoned  banker  with  turnaround  experience  within  similar  institutions;  and 
have  a  strong  hands-on  banking  experience  with  practical  insights  in  key  enabling  platforms, 
including  ICT  in  order  to  drive  impactful  results  in  a  changing  environment.  You  will  have 
as  a  minimum:  a  Masters  degree  in  banking,  economics,  finance  or  related  discipline;  and  at 
least  10  years  banking  experience  at  leadership  level  in  premier  institutions.  You  will  have 
proven  experience  in  extracting  a  superior  institutional  value. 

How  to  Apply: 

Please  apply  with  full  details  (application  letter,  curriculum  vitae,  contact  details)  before 
close  of  business  day  on  Friday  31st  January  2014. 

Apply  to:  The  CEO,  Development  Bank  of  Rwanda  (BRD) 

PO  Box  1341,  Kigali  -  Rwanda 

Email:  coo-eoi@brd.rw;  alex.kanyankore@brd.rw; 

recruitment@brd.rw;  and  fmugisha@mca.rw 
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C40 

CITIES 

CLIMATE  LEADERSHIP  GROUP 

Now  Hiring 

The  C40  Cities  Climate  Leadership  Group  is  hiring 
for  three  executive  team  positions,  and  other 
senior  roles. 

C40  supports  the  world's  megacities  in  achieving  meaningful 
reductions  of  greenhouse  gas  emissions  and  climate  risk.  Through 
C40,  the  governments  of  63  world  cities  share  knowledge  and  work 
together  on  local  efforts  that  achieve  global  impact. 

C40  has  staff  of  40  (growing  to  60  in  2014),  with  recruiting  in 
London  &  New  York,  and  an  annual  operating  budget  of  $10 
million.  As  a  membership  organization,  it  is  governed  by  a  10-city 
Steering  Committee  chaired  by  Mayor  Eduardo  Paes  of  Rio,  and  led 
by  Board  President  Michael  R.  Bloomberg,  former  Mayor  of  New 
York.  It  works  in  partnership  with  the  William  J.  Clinton  Foundation. 

Currently  open  executive  team  posts  include:  Director  of  Operations 
(HR  &  Finance),  Director  of  Communications,  and  Director  of 
Governance  &  Global  Partnerships. 

All  job  descriptions  may  be  found  at  www.c40.org. 


Alberta  Health 

■  Services 

ALBERTA  HEALTH  SERVICES 

Belter  Quality,  Better  Outcomes,  Better  Value 

President  &  Chief  Executive  Officer 

Alberta  Health  Services  (AHS)  is  Canada’s  first  and  largest  province-wide,  fully 
integrated  health  system.  Encompassing  over  450  facilities,  more  than  100,000 
dedicated  employees  strive  to  promote  wellness  and  provide  exemplary  care  for 
Albertans  across  the  continuum,  from  primary  care  through  specialized  acute 
care.  A  robust  medical  and  health  disciplines  teaching  and  research  platform  is 
embedded  within  AHS,  in  affiliation  with  AHS’  vital  health  sciences  academic 
partners.  With  an  operating  budget  of  approximately  $  1 3.35  billion,  and  serving 
over  3.9  million  Albertans,  AHS  is  positioned  for  transformational  change  in  a 
consumer-focussed  environment  A  quality  imperative  will  shape  AHS’  culture 
of  excellence  and  accountability. 

A  new  President  &  Chief  Executive  Officer  is  sought  to  lead  this  world-class 
health  service  delivery  organization.  An  accomplished  and  acknowledged 
health  care  leader,  the  ideal  candidate  possesses  the  drive  and  determination 
to  deliver  optimal  health  care  service  and  outcomes  for  Albertans.  Passionate 
about  AHS’  potential  as  a  high  performance  organization,  the  strategic  leader 
sought  will  know  how  to  build  organizational  capacity,  inspire  our  talented  staff, 
and  provide  judicious  financial  stewardship  for  this  complex  and  operationally 
sophisticated  enterprise. 

A  consummate  communicator,  possessing  relentless  energy,  the  new  CEO  will 
embrace  and  build  durable  relationships  with  government  and  Alberta  Health, 
the  broader  public,  and  a  spectrum  of  community  and  voluntary  organizations 
throughout  the  province.  With  a  bias  for  action  and  thoughtful  innovation,  the 
new  CEO  will  ensure  AHS  truly  provides  the  best  health  care  quality,  outcomes 
and  value  for  Albertans. 

Further  information  about  Alberta  Health  Services  may  be  found  on  their  web 
site:  www.albertahealthservices.ca 

To  provide  an  expression  of  interest  or  explore  this 
opportunity  further,  please  contact  Jim  Stonehouse  at 
jstonehouse@fourcomersgroup.com 

or  by  telephone  at  416-Ji 93-0900  x2240.  Four  Corners  Group 

wwwfourcornersgroup.com  ■  ■■■**■  •****», 
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Advanced  countries  have  been  slow  to  sell  or  make  better  use  of  their  assets.  They 
are  missing  a  big  opportunity 


Setting  out  the  store 


THE  past  quarter  of  a  century  has  seen 
several  bursts  of  selling  by  the  world’s 
governments,  mostly  but  not  always  in  be¬ 
nign  market  conditions.  Those  in  the 
oecd,  a  rich-country  club,  divested  plenty 
of  stuff  in  the  20  years  before  the  global  fi¬ 
nancial  crisis.  The  first  privatisation  wave, 
which  built  up  from  the  mid-1980s  and 
peaked  in  2000,  was  largely  European.  The 
drive  to  cut  state  intervention  under  Mar¬ 
garet  Thatcher  in  Britain  soon  spread  to  the 
continent.  The  movement  gathered  pace 
after  1991,  when  eastern  Europe  put  thou¬ 
sands  of  rusting  state-owned  enterprises 
(soes)  on  the  block.  A  second  wave  came 
in  the  mid-2000s,  as  European  economies 
sought  to  cash  in  on  buoyant  markets. 

But  activity  in  oecd  countries  slowed 
sharply  as  the  financial  crisis  began.  In  fact, 
it  reversed.  Bail-outs  of  failing  banks  and 
companies  have  contributed  to  a  dramatic 
increase  in  government  purchases  of  cor¬ 
porate  equity  during  the  past  five  years.  A 
more  lasting  feature  is  the  expansion  of  the 
state  capitalism  practised  by  China  and 
other  emerging  economic  powers.  Gov¬ 
ernments  have  actually  bought  more  equ¬ 
ity  than  they  have  sold  in  most  years  since 
2007,  though  sales  far  exceeded  purchases 
in  2013. 

Today  privatisation  is  once  again  “alive 
and  well”,  says  William  Megginson  of  the 
Michael  Price  College  of  Business  at  the 


University  of  Oklahoma.  According  to  a 
global  tally  he  recently  completed,  2012 
was  the  third-best  year  ever,  and  prelimi¬ 
nary  evidence  suggests  that  2013  may  have 
been  better  (see  chart  1).  However,  the  ge¬ 
ography  of  sell-offs  has  changed,  with 
emerging  markets  now  to  the  fore.  China, 
for  instance,  has  been  selling  minority 
stakes  in  banking,  energy,  engineering  and 
broadcasting;  Brazil  is  selling  airports  to 
help  finance  a  $20  billion  investment  pro¬ 
gramme.  Eleven  of  the  20  largest  ipos  be¬ 
tween  2005  and  2013  were  sales  of  minor¬ 
ity  stakes  by  soes,  mostly  in  developing 
countries.  By  contrast,  state-owned  assets 

I  More  selling,  less  buying  D 
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are  now  “the  forgotten  side  of  the  balance- 
sheet”  in  many  advanced  economies,  says 
Dag  Detter,  managing  partner  of  Whet¬ 
stone  Solutions,  an  adviser  to  govern¬ 
ments  on  asset  restructuring. 

They  shouldn’t  be.  Governments  of 
oecd  countries  still  oversee  vast  piles  of 
assets,  from  banks  and  utilities  to  build¬ 
ings,  land  and  the  riches  beneath  (see  table 
on  next  page).  Selling  some  of  these  hold¬ 
ings  could  work  wonders:  reduce  debt,  fi¬ 
nance  infrastructure,  boost  economic  effi¬ 
ciency.  But  governments  often  barely  grasp 
the  value  locked  up  in  them. 

The  picture  is  clearest  for  companies  or 
company-like  entities  held  by  central  gov¬ 
ernments.  According  to  data  compiled  by 
the  oecd  and  published  on  its  website,  its 
34  member  countries  had  2411  fully  or  ma¬ 
jority-owned  soes,  with  5.9m  employees, 
at  the  end  of  2012.  Their  combined  value 
(allowing  for  some  but  not  all  pension- 
fund  liabilities)  is  estimated  at  $2.2  trillion, 
roughly  the  same  size  as  the  global  hedge- 
fund  industry.  Most  are  in  network  indus¬ 
tries  such  as  telecoms,  electricity  and  tran¬ 
sport.  In  addition,  many  countries  have 
large  minority  stakes  in  listed  firms.  Those 
in  which  they  hold  a  stake  of  between  10% 
and  50%  have  a  combined  market  value  of 
$890  billion  and  employ  2.9m  people. 

The  data  are  far  from  perfect.  The  quali¬ 
ty  of  reporting  varies  widely,  as  do  defini¬ 
tions  of  what  counts  as  a  state-owned 
company:  most  include  only  central-gov¬ 
ernment  holdings.  If  all  assets  held  at  sub¬ 
national  level,  such  as  local  water  compa¬ 
nies,  were  included,  the  total  value  could 
be  more  than  $4  trillion,  reckons  Hans 
Christiansen,  an  oecd  economist. 

Moreover,  his  team  has  had  to  extrapo¬ 
late  because  some  oecd  members,  in-  ►► 
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eluding  America  and  Japan,  provide 
patchy  data.  America  is  apparently  so 
queasy  about  discussions  of  public  own¬ 
ership  of  commercial  assets  that  the  Trea¬ 
sury  takes  no  part  in  the  oecd's  working 
group  on  the  issue,  even  though  it  has  vast 
holdings,  from  Amtrak  and  the  520,000- 
employee  Postal  Service  to  power  genera¬ 
tors  and  airports.  The  club’s  efforts  to  cal¬ 
culate  the  value  that  soes  add  to,  or  sub¬ 
tract  from,  economies  were  abandoned 
after  several  countries,  including  America, 
refused  to  co-operate. 

Privatisation  has  begun  picking  up 
again  recently  in  the  oecd  for  a  variety  of 
reasons.  Britain’s  Conservative-led  co¬ 
alition  is  focused  on  (some  would  say  ob¬ 
sessed  with)  reducing  the  public  debt-to- 
gdp  ratio.  Having  recently  sold  the  Royal 
Mail  through  a  public  offering,  it  is  hoping 
to  offload  other  assets,  including  its  stake  in 
urenco,  a  uranium  enricher,  and  its  stu¬ 
dent-loan  portfolio.  From  January  8th,  un¬ 
der  a  new  Treasury  scheme,  members  of 
the  public  and  businesses  will  be  allowed 
to  buy  government  land  and  buildings  on 
the  open  market.  A  website  will  shortly  be 
set  up  to  help  potential  buyers  see  which 
bits  of  the  government’s  £337  billion- 
worth  of  holdings  ($527  billion  at  today’s 


GREECE  is  a  bad  advertisement  for 
government  ownership-and  for 
privatisation.  Its  state  holdings  are  poorly 
managed  and  mostly  subject  to  political 
meddling.  The  privatisation  programme, 
launched  through  gritted  teeth  when  the 
economy  imploded,  is  woefully  behind 
schedule.  The  government  managed  to 
miss  its  revenue  target  for  2013  even  after 
scaling  it  back  twice,  to  just  €1.3  billion. 
Everyone  knows  that  sell-offs  could  do 
little  to  close  Greece’s  12-figure  financing 
shortfall.  But  they  could  help,  and  the 
country’s  creditors  are  impatient. 

The  programme  is  under  review,  but 
Greece’s  institutions  and  polity  are  so 
dysfunctional  that  “nothing  short  of  a 
bone-marrow  transplant”  will  do,  says  a 
consultant  to  international  lenders.  One 
promising  idea-to  transfer  assets  that 
could  be  sold  or  restructured  to  a  holding 
company  abroad,  say  in  Luxembourg, 
where  they  would  be  insulated  from 
interfering  politicians-has  already  been 
shot  down.  The  Finns  pushed  this  pro¬ 
posal,  believing  it  could  serve  as  a  model 
for  other  troubled  economies,  such  as 
Portugal.  But  it  was  met  with  hostility  by 
Greek  ministers. 

Advisers  are  pushing  alternative 


rate,  accounting  for  40%  of  developable 
sites  round  Britain)  might  be  surplus.  The 
government,  said  the  chief  treasury  secre¬ 
tary,  Danny  Alexander,  “should  not  act  as 
some  kind  of  compulsive  hoarder”. 

Japan  has  different  reasons  to  revive 
sell-offs,  such  as  to  finance  reconstruction 
after  its  devastating  earthquake  and  tsuna¬ 
mi  in  2011.  Eyes  are  once  again  turning  to  Ja¬ 
pan  Post,  a  giant  postal-to-financial-ser- 
vices  conglomerate  whose  oft-postponed 
partial  sale  could  at  last  happen  in  2015  and 
raise  ¥4  trillion  ($40  billion)  or  more.  Aus¬ 
tralia  wants  to  sell  financial,  postal  and  avi¬ 
ation  assets  to  offset  the  fall  in  revenues 
caused  by  the  commodities  slowdown. 

In  almost  all  the  countries  of  Europe, 
privatisation  is  likely  “to  surprise  on  the 
upside”  as  long  as  markets  continue  to 
mend,  reckons  Mr  Megginson.  Mr  Chris¬ 
tiansen  expects  to  see  three  main  areas  of 
activity  in  coming  years.  First  will  be  the  re¬ 
sumption  of  partial  sell-offs  in  industries 
such  as  telecoms,  transport  and  utilities. 
Many  residual  stakes  in  partly  privatised 
firms  could  be  sold  down  further.  France, 
for  instance,  still  has  hefty  stakes  in  gdf 
Suez,  Renault,  Thales  and  Orange.  The 
government  of  Francois  Hollande  may  be 
ideologically  opposed  to  privatisation,  but 


proposals  that  might  allow  Greece  to 
raise  funds  while  avoiding  fire  sales. 
Some  believe  big  sums  could  be  raised 
from  private  investors  by  pledging  state 
assets’  expected  future  cash  flows-say, 
ticket  sales  or  rents-as  security  against 
new  bonds.  At  the  transaction’s  maturity, 
the  asset  could  either  be  sold  in  the  mar¬ 
ket  and  the  loan  repaid,  or  handed  to  the 
lender.  Some  of  the  funds  raised  could  be 
used  to  pay  down  debt,  others  to  develop 
the  asset  in  the  hope  of  increasing  the 
price.  An  added  advantage  is  that  it 
would  get  Greece  back  into  the  capital 
markets,  closed  to  it  since  2010. 

This  instrument  could  work  best  for 
property,  argue  consultants  commis¬ 
sioned  by  the  European  Stability  Mecha¬ 
nism,  the  euro  zone’s  bail-out  fund,  to 
examine  the  options.  State-owned  resi¬ 
dential  properties  are  currently  estimat¬ 
ed  to  be  worth  €3.3  billion.  With  in¬ 
vestment  of  €50  per  square  metre,  or  €7 
billion,  these  could  fetch  nearly  €20 
billion  over  ten  years— a  net-present- 
value  gain  of  €1.1  billion.  But  many  prop¬ 
erties  lack  clear  title,  and  there  is  no 
proper  land  registry.  Even  with  political 
will  (lacking  so  far),  setting  up  the  neces¬ 
sary  legal  structures  could  take  years. 
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Ranked  by  assets  as  Government  assets 
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non-  value  of 

financial  state-owned 
assets  firms* 

South  Korea 

1.2 

0.4 

1.3 

0.20 

Australia 

1.5 

0.4 

1.4 

0.02 

Norway 

0.5 

0.2 

0.2 

0.29 

France 

2.7 

2.6 

2.5 

0.28 

Italy 

2.1 

2.7 

1.6 

0.23 

Germany 

3.6 

2.9 

1.6 

0.13 

United  States 

16.7 

17.7 

10.3 

0.06 

Britain 

2.5 

2.3 

1.2 

0.12 

Japan 

5.0 

12.2 

6.6 

0.48 

Switzerland 

0.6 

0.3 

0.1 

0.04 

Sweden 

0.6 

0.2 

na 

0.18 

Canada 

1.8 

1.6 

0.7 

0.03 

Sources:  IMF;  OECD 

•Including  minority  stakes 

it  is  hoping  to  reduce  industrial  stakes  to 
raise  funds  for  livelier  sectors,  such  as 
broadband  and  health. 

The  second  area  of  growth  should  be  in 
eastern  Europe,  where  hundreds  of  large 
firms,  including  manufacturers,  remain  in 
state  hands.  Poland  will  sell  down  its 
stakes  in  listed  firms  to  make  up  for  an  ex¬ 
pected  reduction  in  eu  structural  funds. 
And  the  third  area  is  the  reprivatisation  of 
financial  institutions  rescued  during  the 
crisis.  This  process  is  under  way:  the  largest 
privatisation  in  2012  was  the  $18  billion  of¬ 
fering  of  America’s  residual  stake  in  aig, 
an  insurance  company. 

Parking  meters,  anyone? 

State-owned  entities  regularly  invest  in 
other  countries’  privatisations:  sovereign- 
wealth  funds  were  among  the  investors  in 
Royal  Mail,  for  instance.  In  many  cases, 
governments  will  want  to  hold  on  to 
blocking  stakes-typically  25%-in  compa¬ 
nies  they  consider  “strategic”.  Sometimes 
the  law  obliges  them  to  do  so.  That  will  not 
necessarily  deter  potential  investors,  who 
can  enjoy  good  returns  even  from  compa¬ 
nies  with  small  public  floats.  From  2001  to 
2012  the  overall  stock  returns  of  listed  soes 
in  Europe,  the  Middle  East,  Africa  and  Latin 
America  outperformed  their  benchmark 
indices,  according  to  Morgan  Stanley.  This 
reflects  the  sharing  of  rents  in  sectors 
where,  for  a  time  at  least,  competition  is 
limited,  says  Aldo  Musacchio  of  Harvard 
Business  School,  co-author  of  “Leviathan 
Evolving”,  a  forthcoming  book  on  state 
capitalism. 

In  America,  even  partial  sales  of  federal 
assets  can  be  a  political  minefield.  When 
President  Barack  Obama  suggested  selling 
the  Tennessee  Valley  Authority,  an  electric¬ 
ity  provider,  even  prominent  Republicans 
squealed  in  protest,  claiming  that  it  would 
make  power  more  expensive-but  also 
seeming  to  want  to  cling  on  to  this  Roose-  ►► 


Privatisation  in  Greece 

Hellishly  Hellenic 
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The  problems  and  promise  of  state  holdings 
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►  veltian  relic  for  its  own  sake. 

There  is  more  activity  at  the  state  and 
local  level,  particularly  in  infrastructure 
projects,  though  much  of  this  involves  pri¬ 
vatisation  of  management,  not  ownership, 
through  the  offering  of  long-term  conces¬ 
sions  to  build  and  operate  toll  roads, 
bridges  and  the  like.  A  decade  ago  such 
public-private  partnerships  (ppps)  were 
rare,  but  more  than  30  states  have  now 
passed  laws  allowing  them.  Private  opera¬ 
tors  have  been  taking  over  management  of 
other  assets,  too,  from  parking  to  lotteries. 

However,  these  transactions  are  not  al¬ 
ways  well  structured.  Although  it  brought 
in  $1.2  billion  up-front,  Chicago’s  sale  of  a 
75-year  concession  to  manage  its  parking 
meters  in  2008  is  widely  viewed  to  have 
been  a  lousy  deal  for  the  city,  ppps  have  a 
mixed  record  in  Britain,  too,  though  the 
Conservative-led  government  wants  to  do 
more  and  has  even  tried-so  far  without 
success-to  privatise  management  of  its 
defence-procurement  arm. 

What  lies  beneath 

The  greatest  untapped  opportunities  may 
lie  in  land,  buildings,  subsoil  resources  and 
other  “non-financial”  assets.  However, 
their  scale  is  hard  to  gauge  because  of  poor 
data-collection  and  accounting.  Of  the  35 
countries  that  provide  data  on  such  assets 
to  the  International  Monetary  Fund,  the 
oecd  and  Eurostat,  only  16  report  all  cate¬ 
gories,  according  to  an  imf  report.  Some 
countries  do  not  even  record  properties,  let 
alone  value  them.  Greece  is  a  particular 
offender. 

The  picture  is  generally  murkier  still  at 
regional  level.  Portugal’s  experience  is  not 
untypical:  a  decade  ago  it  passed  a  law  re¬ 
quiring  its  local  authorities  to  value  their 
property,  but  some  have  still  not  done  so 
and  methodologies  differ  among  those 
that  have.  Local  politicians  often  drag  their 
feet,  fearing  that  greater  transparency  will 
usher  in  painful  rationalisation.  This  mat¬ 
ters,  because  local  and  regional  adminis¬ 
trations  hold  most  of  the  non-financial 
sovereign  assets  in  some  of  the  largest 
economies. 

In  America,  by  contrast,  the  situation 
may  be  worse  in  Washington,  DC,  than  in 
the  states.  The  federal  government  lacks  a 


Federal  lands 

3  Bureau  of  Land  Management  [~]  Other  federal  lands 
Source:  Bureau  of  Land  Management 

detailed  inventory  of  its  buildings,  points 
out  Leonard  Gilroy  of  the  Reason  Founda¬ 
tion,  a  think-tank.  Management  of  these 
assets  has  improved  a  bit  since  the  creation 
in  2004,  by  executive  order,  of  a  council  to 
push  reform  in  this  area.  But  there  is  still  far 
to  go,  as  shown  in  a  series  of  reports  from 
the  Government  Accountability  Office. 
One,  in  2011,  estimated  that  in  2009  at  least 
45,000  government  buildings  were  under¬ 
used  or  unneeded. 

America  also  has,  for  historical  reasons, 
vast  swathes  of  federally  owned  land  con¬ 
centrated  in  the  West  (see  map).  The  De¬ 
partment  of  the  Interior  oversees  more 
than  500m  acres,  around  a  fifth  of  the  land 
area  of  the  country.  In  fiscal  2011  its  agen¬ 
cies  spent  $13  billion  more  than  they  col¬ 
lected  for  use  of  land  and  resources-a  def¬ 
icit  that  critics  want  to  see  closed  through 
better  management  or  land  sales. 

One  possibility,  other  than  selling  to  in¬ 
dividuals  or  developers,  would  be  to  sell  to 
non-profit  conservation  trusts.  These  have 
mushroomed  over  the  past  decade:  there 
are  now  1,700,  some  handsomely  funded, 
supported  by  hundreds  of  thousands  of 
volunteers.  Another  approach  would  be  to 
transfer  ownership  to  state  administra¬ 
tions,  which  have  generally  been  more  cre¬ 
ative  than  the  feds  in  their  management  of 
parks,  grazing  land  and  buildings,  says 
Chris  Edwards  of  the  Cato  Institute,  a  liber¬ 
tarian  think-tank.  A  study  conducted  for  a 
land-management  task-force  in  Nevada 
(which  is  84.5%  government-owned)  con¬ 
cluded  that  state-managed  land  generates 
net  revenue  of  $6.29  an  acre  on  average, 
compared  with  a  net  loss  of  $1.86  for  feder¬ 
ally  managed  land.  However,  both  ranch¬ 
ers  and  greens  support  the  status  quo. 

The  greatest  value  could  lie  beneath. 
The  Green  River  Formation,  a  field  of  sedi¬ 
mentary  rock  beneath  Colorado,  Utah  and 
Wyoming,  contains  the  world’s  largest  de¬ 
posits  of  oil  shale.  Three-quarters  of  this  is 
under  federally  controlled  land.  Leases 
from  oil-  and  gas-fields  under  federal  land 
could  potentially  generate  royalty,  rent  and 
bonus  payments  of  $150  billion  (excluding 
operators’  tax  payments)  over  ten  years, 
according  to  the  Congressional  Budget  Of¬ 
fice.  Up  to  now,  almost  all  of  the  shale-oil 
and  gas  revolution  in  America  has  taken 
place  on  private  land. 

Putting  a  value  on  public-sector  bricks, 
mortar  and  soil  is  tricky.  The  imf  paper 
sheds  some  light,  though  its  authors  load 
their  findings  with  caveats  because  of  na¬ 
tional  differences  in  coverage  and  valua¬ 
tion  techniques.  They  estimate  that  non-fi¬ 
nancial  assets  average  75%  of  gdp  in 
advanced  economies,  though  levels  range 
widely,  from  40-50%  in  Canada  and  Ger¬ 
many  to  120%  in  Japan  (see  chart  2).  In  most 
countries,  these  are  worth  more  than  fi¬ 
nancial  assets  (stakes  in  listed  firms,  sover¬ 
eign-wealth  and  securities  holdings  and 
the  like).  The  value  of  the  two  combined  is 
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typically  more  than  half  gross  public  debt. 

In  2011  economists  at  ubs  estimated 
that  some  euro-zone  countries’  public 
fixed  assets  (land,  buildings,  plant)  were 
worth  two  to  three  times  more  than  their 
financial  assets.  The  bank  reckoned  that 
fixed  assets  held  by  euro-zone  central  gov¬ 
ernments  alone  could  be  worth  €4  trillion, 
net  of  depreciation-far  above  the  value  of 
their  state-owned  companies,  and  even  ex¬ 
ceeding  that  of  state-owned  corporate  as¬ 
sets  across  the  entire  oecd. 

Cathedral  for  sale:  €1 

France,  with  its  wealth  of  public  buildings 
on  prime  sites,  has  the  highest  concentra¬ 
tion  of  state-owned  property  in  Europe. 
According  to  government  financial  state¬ 
ments  for  2012,  property  directly  owned  by_ 
the  French  state  is  worth  €190  billion.  Of 
this,  €54  billion  is  valued  at  fair  market  val¬ 
ue  because  it  is  deemed  either  to  have  a  use 
that  is  not  specific  to  the  state  or  to  be  easily 
convertible  (eg,  into  offices,  shops  or  hous¬ 
ing).  The  remainder  is  valued  either  at  cost, 
at  discounted  replacement  cost  (for  pri¬ 
sons)  or  at  a  symbolic  value  for  monu¬ 
ments  and  other  historic  buildings  (for  in¬ 
stance,  €1  for  each  of  the  96  cathedrals 
transferred  from  the  Catholic  church  to  the 
state  a  century  ago).  “Land  represents  only 
4%  of  value  of  the  total  portfolio  held  by 
the  state,  which  suggests  it  is  underestimat¬ 
ed,”  says  Arnaud  Burillon,  a  property  ex¬ 
pert  withpwc. 

Moreover,  the  €190  billion  does  not  in¬ 
clude  property  owned  by  hundreds  of 
state-controlled  operators,  including  mu¬ 
seums,  palaces  and  the  National  Forest  Of¬ 
fice,  which  controls  4.5  billion  acres.  Their 
portfolios  were  appraised  at  a  modest  €42 
billion  in  2009.  Nor  does  it  include  proper¬ 
ties  held  by  local  authorities:  37,000  mu¬ 
nicipalities,  101  departments  and  22  re¬ 
gions.  In  addition  to  their  administrative 
offices,  these  authorities  own  schools,  hos-  ►► 
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►  pitals,  retirement  homes  and  more,  and 
none  of  these  institutions  has  to  produce  a 
balance-sheet. 

Even  in  countries  with  reputations  for 
public-sector  openness,  estimates  can 
only  be  rough.  To  calculate  the  overall  mar¬ 
ket  value  of  sovereign  assets  in  Sweden, 
Jorgen  Sigvardsson,  also  of  pwc,  used  a 
methodology  that  extrapolates  from  prop¬ 
erty-tax  values  (and  thus  excludes  untaxed 
property,  such  as  historic  buildings).  His  es¬ 
timate:  a  total  of  $230  billion  in  2009,  of 
which  property  accounted  for  $100  bil- 
lion-120  billion  and  corporate  assets  (in¬ 
cluding  the  state’s  stakes  in  Telia  Sonera 
and  sas)  for  $90  billion.  If  his  number¬ 
crunching  is  accurate,  and  if  state-owned 
property  accounts  for  a  similar  share  of  the 
economy  elsewhere,  oecd  governments 
own  land  and  buildings  worth  some  $9 
trillion,  equivalent  to  18%  of  their  general 
government  gross  debt. 

Britain,  too,  has  done  more  than  most  to 
catalogue  and  appraise  its  holdings.  Every 
few  years  it  publishes  a  National  Asset 
Register.  The  latest,  in  2007,  contained  1410 
pages  of  tables,  including  breakdowns  of 
the  estimated  value  of  each  government 
department’s  tangible  fixed  assets  (includ¬ 
ing  heritage  sites),  intangibles  (such  as  soft¬ 
ware  licences)  and  shareholdings.  It  as¬ 
signs  value  to  holdings  as  minor  as  the 
dormitory  at  Woodbridge  Airfield-worth 
£2.8m,  since  you  ask.  That  is  a  mere  speck 
on  the  Ministry  of  Defence’s  balance- 
sheet:  its  tangible  assets  are  £70.4  billion,  a 
quarter  of  the  total  for  all  government  de¬ 
partments.  Local-authority  assets  are  tot¬ 
ted  up  separately.  As  of  March  2012,  au¬ 
thorities  in  England  alone  had  fixed  assets 
of  £234  billion,  75%  of  which  were  land  and 
buildings,  including  public  housing. 

Few  countries  display  such  attention  to 
detail.  Ian  Ball,  former  head  of  the  Interna¬ 
tional  Federation  of  Accountants  (ifac), 
points  out  that  many  countries  do  not  even 
know  the  book  value  of  their  assets,  let 
alone  the  market  value,  because  they  lack 
information  to  calculate  depreciation. 
Most  make  do  with  “cash  basis”  account¬ 
ing  rather  than  the  “accrual”  accounting 
used  in  the  private  sector.  This  helps  ob¬ 
scure  weak  finances,  because  costs  are 
counted  only  when  the  bill  comes  due,  not 
when  the  obligation  is  incurred.  And  if 
there  is  no  cost  of  capital  associated  with, 
say,  ministry  offices,  there  is  less  pressure 
to  use  them  efficiently  or  dispose  of  them. 

ifac  has  led  a  crusade  to  get  countries 
to  adopt  a  public-sector  version  of  the  ifrs 
accounting  rules  used  by  many  large  com¬ 
panies.  This  standard,  known  as  ipsas, 
has  been  adopted  in  full  or  in  part  by  Brit¬ 
ain,  France,  Canada  and  New  Zealand, 
among  others.  Germany  is  holding  out. 

New  Zealand  probably  comes  closest  to 
managing  assets  as  a  company  would,  in 
some  respects  going  even  further:  it  not 
only  uses  the  accrual  method  but  updates 


its  financial  statements  each  month.  It 
even  imposes  a  capital  charge  on  govern¬ 
ment  departments  for  properties  and  their 
contents,  payable  to  the  treasury.  This  has 
encouraged  some  selling  of  art  and  of  un¬ 
der-used  buildings.  “It’s  not  popular  with 
the  civil  servants,  but  it  has  focused 
minds,”  says  Mr  Ball. 

Now  leasing,  Place  de  la  Concorde 

Some  public  buildings  will  always  be  off- 
limits:  no  crisis  is  big  enough  to  warrant 
the  sale  of  the  Parthenon.  But  government 
offices  and  diplomatic  buildings  are  ripe 
for  rationalisation.  Activity  is  picking  up, 
mostly  in  markets  where  dizzying  price 
rises  have  made  staying  on  prime  sites 
hard  to  justify.  More  than  a  dozen  foreign 
missions  in  London,  including  the  Dutch 
and  American  ones,  are  cashing  out  and 
moving  to  less  fancy  (sometimes  safer)  dis¬ 
tricts,  or  considering  doing  so.  Canada’s 


High  Commission  building  on  Grosvenor 
Square  was  sold  last  November  for  £306111. 
The  buyer,  an  Indian  developer,  plans  to 
turn  the  grand  building  into  luxury  flats. 

Leasing  can  generate  efficiencies,  too. 
France,  for  instance,  has  leased  out  a  de- 
fence-ministry  building  on  the  Place  de  la 
Concorde,  moving  its  occupants  to  less 
plush  offices  on  the  outskirts  of  Paris.  Leas¬ 
ing  provides  a  steady  stream  of  revenue 
that  can  help  trim  annual  deficits,  as  op¬ 
posed  to  the  one-off  debt-reducing  pop 
that  comes  from  a  sale.  It  can  also  be  an  at¬ 
tractive  option  for  financially  troubled 
countries  that  would  struggle  to  obtain  fair 
value  in  a  disposal,  because  investors 
would  know  it  was  a  fire  sale. 

Though  governments  are  increasingly 
considering  reforms  to  streamline  public 
administrations,  receipts  and  savings  have 
been  modest  so  far.  Governments  often 
fear  stirring  up  controversy  over  assets  that 
have  a  place  in  the  public’s  heart.  The  brou¬ 
haha  can  reach  a  level  that  forces  deals  to 


be  undone.  Sweden  reversed  the  sale  of  its 
forests  after  an  outcry  over  public  right  of 
access;  Britain  pulled  back,  also  after  a  pub¬ 
lic  outcry,  from  trying  to  sell  off  Forestry 
Commission  land  in  2010. 

Privatisation  is  not  always  possible,  or 
desirable.  Keeping  land  in  state  hands  is 
sometimes  the  only  way  to  protect  vulner¬ 
able  landscapes,  plants  and  wildlife.  Pro¬ 
ceeds  from  sales  have  to  be  balanced 
against  the  loss  of  future  revenue  (if  the  as¬ 
sets  are  a  source  of  income)  and  even,  in 
some  cases,  social  cohesion.  Sometimes  it 
pays  to  wait:  in  industries  such  as  transport 
and  utilities,  prices  for  consumers  may  rise 
sharply  because  of  insufficient  competi¬ 
tion  if  regulations  are  not  overhauled  be¬ 
fore  assets  are  sold. 

The  Shareholder  Executive,  an  arm  of 
the  Department  for  Business,  Innovation  & 
Skills,  controls  some  of  Britain’s  largest 
state  holdings  (though  not  the  stakes  in 
bailed-out  banks,  which  are  held  at  arm’s 
length  by  the  Treasury).  Mark  Russell,  its 
chief  executive,  favours  privatisation,  but 
says  there  should  be  no  rush  to  sell  hold¬ 
ings  that  are  “deemed  to  be  a  good”  and  in 
which  “greater  efficiency  can  be  achieved 
at  marginal  cost  to  the  taxpayer”,  he  says. 
He  cites  Companies  House,  the  national 
corporate  registry,  as  an  example. 

Assets  that  remain  state-owned  in  Brit¬ 
ain  will  be  in  better  hands  than  they  were 
in  the  past,  Mr  Russell  argues.  Before  his 
unit  was  set  up  a  decade  ago,  holdings 
were  typically  scattered  among  different 
government  departments,  with  civil  ser¬ 
vants  providing  much  of  the  advice.  Now 
they  are  under  one  roof,  overseen  by 
teams  with  corporate-finance  and  private- 
equity  backgrounds.  The  Shareholder  Ex¬ 
ecutive  is  partly  modelled  on  the  highly  re¬ 
garded  sovereign-asset  managers  in  Nor¬ 
dic  countries.  Their  approach  is  char¬ 
acterised  by  a  clear  separation  of  owner¬ 
ship  and  management  (to  avoid  the  gov¬ 
ernment  acting  as  both  market  participant 
and  regulator),  private-sector-style  open¬ 
ness  (along  with  the  short-termism)  and  a 
firm  but  not  intrusive  role  in  governance. 

Such  shake-ups  will,  in  any  case,  often 
lead  naturally  to  sell-offs  over  time.  In  the 
late  1990s  Sweden’s  Social  Democrats 
launched  a  plan  to  rationalise,  but  not  sell, 
state  assets.  The  overhaul,  led  by  Mr  Detter, 
exposed  the  superfluity  of  many  soe  sub¬ 
sidiaries  and  other  holdings,  spurring  the 
government  to  put  three  times  more  under 
the  hammer  than  the  nominally  more  pri¬ 
vatisation-friendly  previous  administra¬ 
tion  had  done. 

All  of  which  points  to  a  huge  opportu¬ 
nity  for  governments  to  sell  or  sweat  more 
assets,  and  by  doing  so  reduce  fiscal  stress. 
With  political  courage  and  some  imagina¬ 
tive  structuring  of  transactions,  they 
should  be  able  to  lay  to  rest  the  widely  ac¬ 
cepted  idea  that  their  boldest  moves  are  al¬ 
ready  behind  them.  ■ 
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The  economy 

Is  this  the  year  growth  takes  off? 


WASHINGTON,  DC 

As  Janet  Yellen  prepares  to  take  over  at  the  Fed,  the  omens  are  good 


WHEN  Ben  Bernanke  became  chair¬ 
man  of  the  Federal  Reserve  (Ameri¬ 
ca’s  central  bank)  eight  years  ago,  unem¬ 
ployment  had  just  slipped  below  5%, 
growth  had  clocked  in  at  3.5%  and  inflation 
was  stable.  “The  expansion  in  economic 
activity  appears  solid,”  the  Fed  declared 
the  day  before  he  took  office.  Yet  beneath 
the  surface  a  crisis  was  brewing— and  the 
worst  slump  since  the  1930s. 

For  Janet  Yellen  (pictured),  who  was 
confirmed  by  the  Senate  on  January  6th  to 
succeed  Mr  Bernanke  next  month,  the  situ¬ 
ation  is  the  opposite.  Unemployment  is 
7%,  growth  has  struggled  to  get  past  2%  and 
inflation  is  too  low.  Yet  beneath  the  surface 
are  tantalising  signs  that,  as  Barack  Obama 
put  it  “2014  can  be  a  breakthrough  year.” 

It  may  have  begun  sooner.  Booming  ex¬ 
ports  and  investment  in  business  equip- 

I  The  Fed's  unshakeable  optimism 
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ment  suggest  that  economic  growth  may 
have  topped  3%  (annualised)  in  the  fourth 
quarter.  If  so,  then  gdp  for  all  of  2013 
would  have  grown  by  2.7%,  the  first  time 
since  the  recession  that  it  has  performed  as 
well  as  the  Fed  predicted  (see  chart  1). 

What  they’re  telling  Yellen 

The  central  bank’s  crystal-ball-gazers  ex¬ 
pect  growth  to  reach  3%  this  year;  private- 
sector  seers  say  2.8%.  Recent  experience 
calls  for  scepticism.  Almost  every  year 
since  2008  both  the  Fed  and  private  econo¬ 
mists  have  predicted  an  uptick,  only  to  be 
disappointed.  This  year,  however,  they  dis¬ 
agree  less  about  the  prospects  for  unem¬ 
ployment  and  inflation.  Such  harmony 
usually  foreshadows  greater  accuracy,  ac¬ 
cording  to  Goldman  Sachs,  a  bank 

The  chief  reason  for  optimism  is  that  fis¬ 
cal  policy  will  switch  from  being  a  gale- 
force  headwind  to  a  stiff  breeze.  Higher 
taxes  and  federal  spending  cuts  knocked  ls 
percentage  points  off  growth  in  2013.  This 
year,  Goldman  reckons  fiscal  drag  will  to¬ 
tal  just  0.4  points.  It  may  be  even  less:  as 
The  Economist  went  to  press,  Congress  was 
debating  a  three-month  renewal  of  ex¬ 
tended  unemployment  benefits. 

Household  balance-sheets  offer  anoth¬ 
er  reason  to  be  upbeat.  Thanks  to  rising 
stock  and  house  prices,  household  net 
worth  is  back  at  a  record  high.  Low  mort¬ 
gage  rates,  defaults  and  belt-tightening 
have  brought  household  debt  burdens  al¬ 
most  back  to  their  long-term  trend.  Thanks 
to  rising  prices,  the  number  of  homes 


worth  less  than  their  mortgage  dropped 
from  10.5m  at  the  end  of  2012  to  just  6.4m  in 
the  third  quarter  of  last  year,  reckons  Core- 
Logic,  a  property-data  firm  (see  chart  2). 
That  should  boost  consumer  spending  and 
encourage  banks  to  lend  more. 

The  Fed  has  already  tweaked  its  pre¬ 
scription  for  the  recovering  economy  by  re¬ 
ducing  (“tapering”,  in  central-banker- 
speak)  its  purchases  of  bonds  with  newly 
created  money,  from  $85  billion  to  $75  bil¬ 
lion  a  month— a  process  known  as  “quanti¬ 
tative  easing”.  It  expects  to  be  buying  none 
at  all  by  late  this  year.  At  the  same  time, 
however,  it  plans  to  keep  interest  rates  near 
zero  until  2015,  and  perhaps  longer  if  infla¬ 
tion,  now  around  1%,  fails  to  move  back  to 
its  2%  target. 

All  this  presents  Ms  Yellen  with  two  dis¬ 
tinct  challenges:  what  to  do  if  the  optimists 
are  right,  and  what  to  do  if  they  are  wrong. 
Benjamin  Mandel  of  Citigroup  notes  that, 
using  a  conventional  policy  rule,  even  the 
Fed’s  forecasts  of  unemployment  and  too- 
low  inflation  would  call  for  interest  rates  to 
start  rising  in  mid-2014  and  reach  nearly  3% 
by  the  end  of  2015.  As  Fed  staff  recently 
pointed  out,  the  central  bank  is  defying 
such  conventional  rules  on  purpose:  it 
wants  to  keep  bond  yields  lower  today,  to 


I  Bobbing  up 
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►  stimulate  growth.  Nonetheless,  as  the 
economy  improves,  the  incoming  boss 
may  face  pressure  to  raise  rates  before  she 
wants  to.  Several  reserve  bank  presidents 
are  already  grumbling  about  the  Fed’s  lei¬ 
surely  schedule.  The  bank  also  has  several 
vacancies  coming  up  that  may  be  filled  by 
people  less  patient  than  Ms  Yellen.  Mr 
Obama  is  considering  naming  Stanley  Fi¬ 
scher,  a  former  governor  of  the  Bank  of  Is¬ 
rael,  to  be  the  Fed’s  vice-chairman.  He  has 
been  sceptical  of  low-rate  promises.  If 
markets  doubt  a  commitment  to  stay  the 
course,  rising  bond  yields  could  endanger 
the  recovery. 

The  second  challenge  is  just  the  oppo¬ 
site:  that  the  Fed’s  forecast  is,  once  again, 
too  optimistic,  as  it  was  every  year  from 
2008  to  2012.  Mr  Bernanke,  though  upbeat 


at  a  speech  on  January  3rd,  warned:  “If  the 
experience  of  the  past  few  years  teaches  us 
anything,  it  is  that  we  should  be  cautious 
in  our  forecasts.”  There  have  already  been 
scattered  signs  of  weakness  in  December: 
car  sales,  for  example,  were  modest. 

The  past  few  years’  disappointments 
are  commonly  blamed  on  bad  luck:  Eu¬ 
rope’s  crisis,  fiscal  discord  or  natural  disas¬ 
ters.  Larry  Summers,  once  a  contender  to 
succeed  Mr  Bernanke,  wonders  if  in  fact 
America  has  entered  a  period  of  secular 
stagnation,  in  which  chronically  weak  de¬ 
mand  is  the  rule,  not  the  exception.  Or  per¬ 
haps  slowing  growth  in  the  workforce  and 
productivity  have  hobbled  the  pace  at 
which  the  economy  can  grow.  There  is  lit¬ 
tle  Ms  Yellen  can  do  about  that;  which  is 
the  most  worrying  prospect  of  all.  ■ 


Marijuana  legalisation 

High  time 


DENVER 

Colorado  embarks  on  an  unprecedented  experiment 


FOR  reasons  as  hazy  as  a  cloud  of  Sour 
Diesel  smoke,  the  number  420  is  cher¬ 
ished  by  America’s  stoners.  So  it  was  fitting 
that  on  January  1st,  420  days  after  Colora¬ 
dans  awoke  to  discover  that,  along  with 
Washington  state,  theirs  had  become  the 
first  jurisdiction  in  the  world  to  vote  to  re¬ 
move  the  criminal  prohibition  on  recre¬ 
ational  marijuana,  around  40  state-li¬ 
censed  pot  shops  flung  open  their  doors  to 
all-comers.  Four-hour  queues  snaked 
along  the  streets  of  Denver  and  other  cit¬ 
ies.  Swamped  by  newbies,  many  from  out 
of  state,  shop  staff  toiled  to  explain  the  dif¬ 
ference  between  sativa  (which  delivers  a 
“cerebral”,  energetic  high  suited  to  day¬ 
time  use)  and  indica  (a  depressive  effect; 
better  consumed  late). 

“Should’ve  done  it  40  years  ago!” 
growls  a  middle-aged  man  making  his  first 
purchase  at  Medicine  Man,  one  of  Den¬ 
ver’s  biggest  retail  outlets.  (A  home- 
grower,  he  later  confides  that  he  got  bored 
smoking  the  same  old  strains.)  For  opti¬ 
mists,  the  votes  in  Colorado  and  Washing¬ 
ton  suggest  that  America’s  war  on  drugs  is 
finally  winding  down.  The  casualties  have 
been  legion:  750,000  people  are  arrested 
each  year  for  marijuana  alone;  the  subse¬ 
quent  blotted  records  can  derail  lives. 
Some  40,000  people  languish  in  prison  for 
pot-related  offences.  Murderous  gangs  fill 
the  supply  gap  created  by  prohibition. 

Public  opinion  appears  to  have  reached 
a  tipping  point.  Most  Americans  now  fa¬ 
vour  legalisation;  something  that  was  un¬ 
thinkable  a  generation  ago  (see  chart  on 
next  page).  Advocates  have  waged  savvy 


campaigns,  gaining  footholds  by  legalising 
marijuana  for  medical  purposes  (so  far  in 
20  states  and  Washington,  dc)  and  pre¬ 
senting  a  clean-cut,  besuited  image  worlds 
away  from  the  tie-dyed  stereotypes.  More 
states  may  free  the  weed  before  long. 

Yet  legalisation  is  just  the  beginning  of  a 
process,  and  Colorado  and  Washington 
have  taken  different  routes.  Colorado  has 
built  on  the  foundations  of  its  medical- 
marijuana  system.  Until  October  (and  2016 
in  Denver)  only  medical-marijuana  opera¬ 
tors  may  receive  licences  to  serve  recre¬ 
ational  customers,  which  is  why  many  of 
the  shops  that  welcomed  newcomers  on 


Sativa  or  indica? 
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January  1st  have  names  like  Citi-Med  and 
Evergreen  Apothecary.  (Retailers  exult  that 
they  are  no  longer  obliged  to  speak  of 
“medicine”  and  “patients”.)  During  this 
time  Colorado’s  retailers  must  grow  at 
least  70%  of  the  marijuana  they  sell. 

Washington,  by  contrast,  is  creating  a 
recreational  market  from  scratch;  this  is 
why  its  shops  are  not  expected  to  open  un¬ 
til  May  or  so.  It  will  have  a  three-tier  sys¬ 
tem,  with  separate  licences  for  cultivation, 
processing  and  retail.  The  state  will  deter¬ 
mine,  Soviet-style,  consumers’  annual 
needs  in  advance  and  cap  overall  produc¬ 
tion.  The  fate  of  its  medical  system,  more 
chaotic  than  Colorado’s,  is  uncertain. 

Under  federal  law,  marijuana  remains 
illegal.  The  feds  have  pounced  on  dispen¬ 
saries  in  states  with  badly  run  medical  sys¬ 
tems.  But  in  August  the  Department  of  Jus¬ 
tice  suggested  it  would  let  the  experiments 
in  Washington  and  Colorado  proceed  if 
they  did  not  impede  eight  “enforcement 
priorities”,  including  stopping  pot  from  be¬ 
ing  trafficked  by  gangs,  sold  to  minors  or 
smuggled  into  other  states. 

Worryingly  for  Colorado,  its  record  in 
these  areas  is  not  stellar.  Plenty  of  teen¬ 
agers  are  getting  their  hands  on  medical 
marijuana  procured  by  adults.  Police  in 
neighbouring  states  such  as  Kansas  com¬ 
plain  of  Coloradan  marijuana  flooding 
border  areas.  Colorado  has  a  fat  rule  book 
and  most  dispensaries  are  well  run,  but 
they  can  do  little  about  customers  passing 
pot  to  children  or  taking  it  across  state 
lines.  And  in  Colorado  (but  not  Washing¬ 
ton)  anyone  may  grow  up  to  six  marijuana 
plants  without  a  licence. 

Legalisation  may  prompt  people  to 
smoke  and  eat  more  marijuana.  Prices  for 
recreational  pot  are  comparable  to  those  in 
the  illicit  market  ($55-860  for  an  eighth,  ac¬ 
cording  to  Darin  Smith  of  the  Denver  Kush 
Club,  a  retail  outlet).  Some  non-tokers  will 
surely  be  tempted  to  take  up  the  habit  now 
that  they  need  not  deal  with  intimidating 
criminals  in  dark  alleys;  others  may  get 
high  more  often. 

The  ill-effects  of  marijuana,  including 
cognitive  impairment  and  a  risk  of  depen¬ 
dency,  are  fairly  well  documented  (though 
more  research  would  help).  Around  20%  of 
users  account  for  80%  of  consumption;  as 
Mark  Kleiman,  an  analyst,  points  out,  it  is 
in  a  profit-seeking  industry’s  interest  to  tar¬ 
get  these  problem  users.  Set  against  this  is 
the  genuine  pleasure  that  smoking  or  eat¬ 
ing  marijuana  brings  millions  of  adults. 
Moreover,  increased  marijuana  use  may 
turn  out  to  be  a  net  positive  for  public 
health  if,  as  some  studies  suggest,  it  re¬ 
places  some  consumption  of  alcohol— a  far 
more  destructive  drug  by  most  measures. 

That  is  not  the  only  reason  for  officials 
to  welcome  legal  weed.  Hefty  excise  and 
sales  taxes  will  boost  state  coffers.  In  Colo¬ 
rado  the  Department  of  Revenue  oversees 
regulation;  this,  says  Sam  Kamin,  a  law  ►► 
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professor  at  the  University  of  Denver,  is 
good  news  for  the  industry,  for  “marijuana 
may  not  be  addictive,  but  money  certainly 
is”.  The  costs  of  enforcement-including  22 
field  inspectors-will  be  more  than  cov¬ 
ered  by  the  fresh  revenue. 

Perhaps  the  biggest  sign  of  change  is 
that  even  foes  of  legalisation  accept  the 
need  to  try  to  make  it  work.  All-out  drug 
warriors  are  hard  to  find  in  Colorado.  For 
their  part,  campaigners  now  focus  on  tech¬ 
nical  matters.  For  example,  many  pot  busi¬ 
nesses  struggle  to  obtain  basic  financial 
services  because  banks  fear  violating  fed¬ 
eral  money-laundering  rules.  Colorado’s 
experiment  will  doubtless  hit  many  hur¬ 
dles  along  the  way,  but  if  it  looks  like  work¬ 
ing,  others  will  copy  it.  ■ 


Robert  Gates's  memoir 

Everything  was 
political 

WASHINGTON, DC 

Barack  Obama’s  former  defence 
secretary  chides  his  old  boss 

A  LWAYS  keep  an  eye  on  the  quiet  ones. 
.fA-Robert  Gates,  a  Washington  veteran 
who  served  as  George  W.  Bush’s  final  de¬ 
fence  secretary  and  stayed  on  as  Barack 
Obama’s  first,  has  written  an  incendiary 
memoir  that  belies  his  reputation  as  an  in¬ 
scrutable,  unflappable  team  player  (Team 
Obama  even  nicknamed  him  “Yoda”,  after 
the  Jedi  master  from  “Star  Wars”). 

As  a  rare  bipartisan  figure  in  a  polarised 
capital,  who  served  eight  presidents  in  his 
day,  Mr  Gates  has  startled  Washington  by 
revealing  the  passions  beneath  his  poker 
face.  He  betrays  real  loathing  for  Congress 
(most  members  are  parochial,  incompe¬ 
tent,  rude,  thin-skinned,  self-serving  and 
hypocritical,  is  his  verdict).  He  talks  of  con¬ 
gressional  hearings  turned  into  kangaroo 
courts  by  members  “in  a  permanent  state 
of  outrage”.  At  the  same  time,  Mr  Gates, 
cia  chief  during  the  presidency  of  the  el¬ 
der  George  Bush,  confesses  to  the  almost- 
debilitating  grief  that  he  came  to  feel  over 
military  casualties. 

His  book,  entitled,  simply,  “Duty”, 


1  Where  there's  smoke 

It  was  the  report  that  showed,  without  a  whiff  of  doubt,  that  cigarettes  kill.  On  January 
llth  1964— a  Saturday,  so  to  not  roilthe  stockmarket— Surgeon-General  LutherTerry  re¬ 
leased  a  387-page  document  entitled  "Smoking  and  Health".  Ten  scientists  (all  men;  half 
smokers)  analysed  7,000  studies  to  assess  the  effects  of  tobacco  on  the  human  body.  Its 
conclusions  were  incendiary.  "Cigarette  smoking  is  causally  related  to  lung  cancer  in 
men,"itsaid.  ('The  data  forwomen/'itadded,  "pointin  the  same  direction.") 

The  report  clearly  showed  how  smokers  died  younger  (see  chart  1).  A  year  later.  Con¬ 
gress  required  health  warnings  on  every  packet.  Public  understanding  of  the  risks  of 
smoking  changed  even  faster.  Ads  in  the  1950s  had  claimed  that  tobacco  was  good  for 
you;  after  the  report  millions  of  Americans  quit  puffing.  In  the  past  50  years  cigarette 
consumption  per  adult  has  fallen  by  72%  (see  chart  2) .  The  report  called  smoking  a  habit, 
notan  addiction.  But  apart  from  that,  it  hit  the  coffin  nailon  the  head. 


shows  contempt  for  many  in  Mr  Obama’s 
inner  circle.  Special  disdain  is  reserved  for 
Vice-President  Joe  Biden,  who  was  “wrong 
on  nearly  every  major  foreign  policy  and 
national  security  issue  over  the  past  four 
decades”.  Close  Obama  aides  are  dis¬ 
missed  as  callow,  aggressive,  suspicious 
and  leaky.  He  calls  Team  Obama  more 
prone  to  micromanagement  of  national 
security  than  any  White  House  he  had 
seen  “since  Richard  Nixon  and  Henry  Kis¬ 
singer  ruled  the  roost”.  Stung  by  what  he 
felt  were  broken  promises  over  defence 
spending  and  gays  in  the  military,  Mr  Gates 
alleges:  “agreements  with  the  Obama 
White  House  were  good  for  only  as  long  as 
they  were  politically  convenient.” 

Yet  historians  may  find  most  interest  in 
Mr  Gates’s  more-in-sorrow-than-in-anger 
portrait  of  Mr  Obama,  a  man  18  years  his 
junior.  Republican  foreign-policy  hawks, 
such  as  Senator  Lindsey  Graham  of  South 
Carolina,  claim  Mr  Gates’s  book  as  evi¬ 
dence  that  Mr  Obama  has  caused  havoc 
from  Iraq  to  Syria  by  ignoring  the  military 
and  refusing  to  lead. 

The  book’s  charge  is  subtler  than  that. 
Mr  Gates  depicts  a  president  willing  to 
overrule  political  advisers  and  take  hard 
decisions,  as  with  his  2009  military  surge 
in  Afghanistan.  But  in  Mr  Gates’s  telling, 
Mr  Obama  is  oddly  reluctant  to  own  those 
decisions.  The  Afghan  surge  is  presented 
as  the  logical  end  point  of  a  process  that 
saw  Mr  Obama  win  the  White  House  as  an 
opponent  of  the  “bad”  war  in  Iraq,  while 
hailing  Afghanistan  as  a  “good”  war.  Hav¬ 
ing  declared  Afghanistan  a  war  of  necessi¬ 
ty  and  analysed  his  options  for  months,  Mr 
Obama  had  to  come  up  with  a  plan  for 
winning.  Yet  the  defence  secretary  came  to 
doubt  whether  Mr  Obama’s  heart  was  in 
it.  He  describes  a  2031  meeting  overshad¬ 
owed  by  rows  with  the  Afghan  president, 
Hamid  Karzai,  and  by  unhelpful  briefings 
by  General  David  Petraeus,  then  the  mili¬ 
tary  commander  in  Afghanistan.  Mr  Gates 
recalls  thinking:  “The  president  doesn’t 
trust  his  commander,  can’t  stand  Karzai, 
doesn’t  believe  in  his  own  strategy,  and 
doesn’t  consider  the  war  to  be  his.  For  him, 
it’s  all  about  getting  out.” 

Mr  Gates  finds  some  similarities  be¬ 
tween  Mr  Bush  and  Mr  Obama,  calling 
both  self-contained,  aloof  and  damag- 
ingly  arrogant  with  members  of  Congress 
or  foreign  leaders  who  might  be  allies.  As  a 
self-proclaimed  realist,  sceptical  of  the  use 
of  military  force,  Mr  Gates  is  arguably  clos¬ 
er  in  strategic  worldview  to  Mr  Obama.  Yet 
he  cannot  hide  his  disillusion  with  a  boss 
who  comes  across  as  a  detached  observer 
of  his  own  foreign  policy.  “I  thought 
Obama  did  the  right  things  on  national  se¬ 
curity,”  Mr  Gates  writes,  “but  everything 
came  across  as  politically  calculated.”  The 
president  earned  the  respect  of  Mr  Gates,  a 
rare  Republican  in  Team  Obama,  but  nev¬ 
er,  it  seems,  his  love.  ■ 


26  United  States 


The  Economist  January  llth  2014 


New  Orleans  mayoral  election 

No  switch  for 
Mitch 

NEW  ORLEANS 

A  white  mayor  charms  a  black  city 

SMALL  wonder  Mitch  Landrieu  is  popu¬ 
lar.  His  predecessor  as  mayor  of  New 
Orleans  was  Ray  Nagin,  a  man  of  minimal 
competence  (when  Hurricane  Katrina 
struck  in  2005,  he  botched  the  evacuation), 
iffy  racial  views  (he  declared  that  New  Or¬ 
leans  should  be  a  “chocolate”  city)  and 
questionable  ethics  (he  is  about  to  go  on 
trial  for  corruption). 

After  Mr  Nagin,  a  merely  mediocre 
mayor  would  have  seemed  an  improve¬ 
ment.  And  Mr  Landrieu  is  better  than  that. 
Granted,  the  Lower  9th  Ward  is  still  a  ghost 
town,  and  will  probably  remain  so.  But 
most  of  the  other  badly  flooded  areas  have 
gradually  bounced  back.  An  influx  of 
young  folk,  attracted  by  the  city’s  rich  cul¬ 
ture  and  laissez-faire  lifestyle,  has 
spawned  a  clutch  of  start-up  businesses.  A 
Hispanic  surge  has  changed  the  city’s  com¬ 
plexion.  After  a  slow  start,  the  recovery  is 
in  full  flower.  Even  the  murder  rate  has  fall¬ 
en,  by  roughly  20%  in  2013.  “New  Orleans 
is  on  a  roll.  Let’s  keep  it  rolling,”  say  Mr  Lan- 
drieu’s  campaign  ads. 

As  he  seeks  re-election  on  February  1st, 
his  approval  rating  is  around  65%.  But  Mi¬ 
chael  Bagneris,  a  local  judge  who  resigned 
last  month  to  take  on  Mr  Landrieu,  thinks 
there  are  chinks  in  the  mayor’s  armour.  He 
chides  him  for  still-high  crime,  gaping  pot¬ 
holes,  broken  streetlights  and  overpaid 
aides.  He  promises  to  be  a  uniter;  he  says 
Mr  Landrieu  is  the  opposite. 

The  race  will  not  be  about  party  affili¬ 
ation:  both  men  are  Democrats.  There  will 
be  a  racial  subtext,  however.  Mr  Bagneris  is 
black;  Mr  Landrieu,  white;  New  Orleans, 
60%  black.  Should  he  wish  to,  Mr  Bagneris 
could  point  out  that  the  city’s  recent  boom 
has  left  many  African-Americans  behind. 
Income  inequality  between  whites  and 
blacks,  already  wide,  has  increased  over 
the  past  decade.  Only  53%  of  black  men  in 
Greater  New  Orleans  are  employed.  Some 
blacks  also  chafe  that  so  many  powerful 
elective  posts  are  held  by  whites-not  only 
the  mayor,  but  also  the  district  attorney,  the 
coroner  and  most  of  the  city  council. 

However,  it  has  been  nearly  a  century 
since  a  sitting  mayor  of  New  Orleans  lost  a 
bid  for  a  second  term.  (Even  Mr  Nagin  was 
re-elected  in  2006.)  Mr  Bagneris  is  from  a 
notable  political  family  but  he  is  hardly  a 
household  name  and  lacks  the  money  to 
turn  himself  into  one.  The  Landrieu  brand 
has  always  polled  well  among  blacks  in 
New  Orleans,  not  least  because  Moon  Lan¬ 
drieu,  the  mayor’s  father,  who  held  the 


Criminaljustice 

Fishy  tales 


NEWYORK 

Dozens  of  New  York’s  finest  are  indicted  for  disability  fraud 


(  i  ’\T  OU’RE  gonna  tell  'em:  ‘I  don’t  sleep 

X  well  at  night.  I’m  up  three,  four 
times.  Usually,  I  nap  on  and  off  during 
the  day.  I  put  the  television  on,  you  know, 
I  keep  changing  channels  ‘cause  I  can’t 
concentrate  on  the  television.  Just  to  hear 
a  voice  in  the  house.’”  So  advised  Joseph 
Esposito,  a  retired  police  officer  turned 
“disability  consultant”,  while  coaching 
someone  looking  to  fool  his  doctor  so  as 
to  claim  disability  benefits.  He  went  on  to 
say,  in  a  phone  call  intercepted  by  in¬ 
vestigators:  “If  you  can,  you  pretend  to 
have  panic  attacks.” 

Mr  Esposito  is  one  of  106,  who  include 
80  retired  police  and  fire  fighters,  indicted 
by  a  grand  jury  for  disability  fraud  on 
January  7th.  Four,  including  Mr  Esposito, 
were  accused  of  masterminding  the 
fraud.  In  exchange  for  generous  kick- 
backs,  they  allegedly  directed  scores  of 
retirees  to  lie  about  their  health  to  obtain 
benefits  to  which  they  were  not  entitled. 
All  four  pleaded  not  guilty.  In  all,  the 
defendants  allegedly  received  more  than 
$2im  in  benefits. 


Several  claimed  they  could  no  longer 
work  or  lead  active  lives.  Yet  investigators 
found,  on  Facebook,  Twitter  and  You¬ 
Tube,  pictures  of  them  playing  basket¬ 
ball,  using  jet  skis  and  flying  helicopters. 
One  man  who  claimed  to  be  virtually 
housebound  was  snapped  fishing  for 
marlin  in  Costa  Rica  (see  below). 

Cyrus  Vance,  Manhattan’s  district 
attorney,  speculates  that  the  scheme, 
which  dates  back  to  1988,  may  have 
involved  as  many  as  1,000  people  and  as 
much  as  $40om  in  benefits.  More  in¬ 
dictments  are  expected. 

The  number  of  Americans  receiving 
disability  payments  has  shot  up  from 
4.9m  in  1999  to  8.9m  last  year.  Fraud  is  rife, 
according  to  Tom  Coburn,  a  Republican 
senator  from  Oklahoma  who  led  an 
inquiry  in  2012  into  the  Social  Security 
Administration’s  disability  programme. 
He  found  that  a  quarter  of  300  randomly 
selected  disability  cases  were  awarded 
with  insufficient,  contradictory  or  in¬ 
complete  evidence.  It’s  the  sort  of  thing 
that  makes  taxpayers  feel  sick. 


same  post  from  1970  to  1978,  was  the  first 
chief  executive  to  appoint  blacks  to  high- 
ranking  positions  in  City  Hall. 

Still,  the  younger  Mr  Landrieu  is  taking 
nothing  for  granted.  His  soaring  tv  ads, 
which  feature  gospel  music  and  testimoni¬ 
als  from  satisfied  African-American  vot¬ 
ers,  pop  up  whenever  the  New  Orleans 
Saints  football  team  takes  a  breather. 

Racial  animosities  seem  to  have  faded 
at  the  ballot  box  in  the  past  few  years,  but 


Mr  Landrieu  was  still  delighted  to  receive 
the  endorsement  of  America’s  first  black 
president  on  January  6th.  Mr  Bagneris 
huffed  that  Barack  Obama  was  simply  do¬ 
ing  a  favour  to  Mitch’s  sister,  Mary,  a  sena¬ 
tor  whose  seat  is  at  risk  this  year.  He  added 
(redundantly)  that  the  president  was  a 
“Washington  insider”.  That  won’t  impress 
black  New  Orleans  voters,  who  adore  Mr 
Obama.  For  Mr  Landrieu,  the  good  times 
are  set  to  keep  rolling.  ■ 
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Positive  parenting 

Beyond  the 
naughty  step 

CHICAGO 

Attempts  to  go  where  calm  and 
reasonableness  fear  to  tread 

IN  THE  old  days  parents  followed  a  sim¬ 
ple  rule:  spare  the  rod  and  spoil  the  child. 
These  days  less  violent  forms  of  discipline 
are  favoured.  Supernanny,  a  television  tod¬ 
dler-tamer,  recommends  the  “naughty 
step”,  to  which  ill-behaved  brats  are  tem¬ 
porarily  banished.  Yet  even  this  is  too 
harsh,  some  psychologists  say.  Putting 
Howling  Henry  on  the  naughty  step  may 
interrupt  his  tantrum;  but  advocates  of 
“positive  discipline”  say  it  does  nothing  to 
encourage  him  to  solve  his  own  problems 
(and  thus  build  character).  Some  even  sug¬ 
gest  it  may  be  psychologically  damaging. 

Positive  discipline,  which  is  becoming  a 
grassroots  fashion  in  America,  aims  to 
teach  children  self-control  and  empathy. 
Rather  than  screaming  at  them  to  pick  up 
the  toys  they  have  strewn  on  the  floor,  par¬ 
ents  or  teachers  ask  them  to  suggest  their 
own  way  of  tackling  the  problem.  Adults 
are  encouraged  to  think  harder  about  the 
causes  of  bad  behaviour.  Families  meet 
regularly  to  discuss  all  of  the  above. 

The  Ravenswood  School  in  Chicago 
has  embraced  positive  discipline.  When 
children  quarrel,  they  are  allowed  to  pick 
an  option  from  a  “wheel  of  choice”  poster. 
These  include  “share  and  take  turns”,  “bal¬ 
loon  breath”  and  a  spell  in  the  “calm-down 
corner”.  In  one  classroom  this  has  a  tiny 
wicker  chair,  some  fairy  lights  and  an  invit¬ 
ing  box  of  picture  books. 

Positive  discipline  is  not  new;  Jane  Nel¬ 
son,  a  family  counsellor  and  child-care 
guru,  first  published  a  book  with  that  title 
in  1981.  No  reliable  statistics  show  how 
many  parents  or  schools  use  it,  but  the  Pos¬ 
itive  Discipline  Association,  a  non-profit 
that  ran  18  training  workshops  in  2005, 
found  itself  running  51  in  2010. 

Doubters  fret  that  positive  really  means 
permissive.  Not  so,  says  Marla  Vannucci  of 
the  Adler  School  of  Professional  Psycholo¬ 
gy  in  Chicago.  The  goal  is  to  connect  with  a 
child,  rather  than  simply  barking  “Shut 
up!”  or  “Go  to  your  room!”  For  example,  a 
child  who  is  getting  underfoot  in  the  kitch¬ 
en  may  need  to  feel  involved  and  be  given 
something  to  do,  such  as  rolling  pastry  or 
folding  napkins.  One  who  has  given  up  on 
his  homework  may  need  to  have  the  task 
broken  down.  A  toddler  who  hits  another 
may  not  know  why  he  is  angry;  he  may  be 
removed  or  told:  “Use  your  gentle  hands.” 
Bribes  are  out:  positive  disciplinarians  fear 
they  may  prevent  a  child  from  developing 
pride  in  a  job  well  done. 

“Negative  time  outs”  (eg,  the  naughty 


It  was  my  brother  who  flushed  your  iPhone 


step)  are  also  taboo.  Mrs  Nelson  scoffs  at 
the  notion  that  in  order  to  make  children 
act  better  they  must  be  made  to  feel  worse. 
Some  experts  think  that  time  outs  can 
damage  younger  children.  (The  Australian 
Association  for  Infant  Mental  Health,  for 
example,  considers  them  inappropriate  for 
under-threes,  since  children  of  that  age 
cannot  regulate  their  own  emotions  and 
so  learn  nothing  from  being  isolated.) 
However,  Alina  Morawska  of  the  Universi¬ 
ty  of  Queensland  and  Matthew  Sanders  of 
the  University  of  Manchester  have  found 
that,  for  older  children,  time  outs  can  work 
if  done  properly.  Children  removed  from 
positive  stimulation  when  they  misbe¬ 
have  may  come  to  associate  good  things 
with  good  behaviour.  If  they  are  bored  to 
begin  with,  however,  isolation  may  seem 
no  worse  by  comparison. 

Rather  than  banishing  kids  to  their 
rooms,  positive  disciplinarians  ask  them  to 
go  to  their  calm  spot  to  regain  control.  (Par¬ 
ents  can  try  this,  too.)  When  all  is  calm, 
both  sides  can  work  out  how  to  fix  what¬ 
ever  has  been  thrown,  broken  or  hurt. 

Few  plans,  alas,  survive  contact  with 
the  enemy.  Even  Ms  Vannucci  admits  to  us¬ 
ing  a  sticker  reward  chart  with  her  four- 
year-old.  Her  son  responded  by  creating 
one  for  his  mom.  Each  day  she  is  good  she 
wins  sticker.  Her  ultimate  reward  is  to 
choose  which  of  her  son’s  stuffed  animals 
she  would  like  to  sleep  with.  ■ 


Correction:  In  our  article  on  neo-Nazis  in  North  Dakota 
("A  racist  mob  of  two",  Dec  21st  2013)  we  said  that 
Craig  Cobb  was  removed,  probably  drunk,  from  a  Leith 
council  meeting  for  making  racist  remarks.  In  fact  it  was 
his  chum  Kynan  Dutton.  Sorry 


Chris  Christie 

A  bridge  too  far? 


WASHINGTON,  DC 

A  scandal  threatens  the  Newjersey 
governor’s  nice-thug  image 

HRIS  CHRISTIE,  New  Jersey’s  Republi¬ 
can  governor,  revels  in  his  reputation 
as  a  bully.  Fans  praise  his  habit  of  picking 
fights  as  “straight  talk”.  And  New  Jersey, 
home  to  “The  Sopranos”,  tends  to  favour 
grit  over  guff.  So  new  evidence  that  staff  in 
his  office  vindictively  schemed  to  snarl 
traffic  in  a  rival’s  district  has  something  of  a 
ho-hum  quality.  A  scandal  without  sex  or 
blood?  Could  this  really  hurt  a  politician 
who  won  re-election  in  November  by  22 
points?  Yes,  it  could. 

The  story  is  water-cooler  ready,  which 
does  not  help  the  governor.  In  September 
the  Port  Authority  closed  two  lanes  of  traf¬ 
fic  on  a  bridge  that  links  Newjersey  with 
Manhattan  for  a  so-called  “traffic  study”. 
The  weeklong  traffic  jam  that  resulted  was 
hardest  on  commuters  in  Fort  Lee,  a  nearby 
suburb  run  by  Mark  Sokolich,  a  Democrat 
who  refused  to  endorse  Mr  Christie  in  the 
election.  Besides  being  a  nuisance,  the 
gridlock  also  reportedly  kept  ambulances 
from  reaching  an  unconscious  91-year-old 
woman,  who  later  died.  State  Democrats 
cried  foul.  On  January  8th  they  found  their 
smoking  gun:  e-mails  from  Bridget  Anne 
Kelly,  a  senior  Christie  staffer,  to  the  gover¬ 
nor’s  friends  at  the  Port  Authority  signal¬ 
ling  the  closures.  “Time  for  some  traffic 
problems  in  Fort  Lee,”  she  wrote. 

So  far  there  is  no  evidence  that  Mr 
Christie  was  involved,  and  the  governor 
was  quick  to  deny  it.  “What  I’ve  seen  today 
for  the  first  time  is  unacceptable,”  he  said, 
adding  that  the  closures  were  “completely 
inappropriate  and  unsanctioned”. 

All  the  same,  the  news  grates  against  his 
image  as  a  man  who  is  abrasive,  sure,  but 
on  behalf  of  the  little  guy.  And  it  reinforces 
other  revelations  that  hint  at  a  man  who 
holds  grudges.  He  won  the  election  with 
the  endorsement  of  more  than  60  local 
Democratic  officials,  which  lent  him  an  at¬ 
tractive  bipartisan  glow.  Yet  a  report  in  the 
New  York  Times  alleges  that  he  exacts  petty 
revenge  against  those  who  criticise  him 
even  mildly. 

Voters  may  forgive  a  bully  if  he  gets 
things  done.  Lyndon  Johnson,  the  foul- 
mouthed  arm-twister  who  pushed 
through  the  Civil  Rights  Act  and  the  “war 
on  poverty”,  is  now  revered.  But  Mr  Chris¬ 
tie  is  no  lbj.  As  he  prepares  to  run  for  the 
Republican  presidential  nomination, 
many-and  particularly  Democrats-are 
keen  to  see  him  sweat  under  a  more  pow¬ 
erful  spotlight.  It  is  ages  until  2016,  but  he 
should  start  mending  bridges  now.  ■ 
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Americans  are  angry  about  inequality,  but  that  may  not  help  Democrats  much 


(  i'T'HE  Adventures  of  Robin  Hood”,  a  1950s  Anglo-American 

JL  tv  series,  overcame  hurdles  to  become  a  hit  on  both  sides 
of  the  Atlantic.  Budgets  were  so  puny  that  Sherwood  Forest  was 
played  by  just  two  trees,  filmed  from  many  different  angles.  Sev¬ 
eral  writers  were  left-wingers  blacklisted  in  Hollywood,  using 
false  names.  Their  hero  was  also,  in  theory,  bent  on  redistribution 
from  the  rich  to  the  poor,  a  perilous  theme  in  those  red-hunting 
days.  This  was  solved  by  making  Robin  less  an  overt  class  warrior 
than  a  battler  against  villainy  (“feared  by  the  bad,  loved  by  the 
good”,  as  the  theme  song  put  it).  The  producers  had  cause  to  be 
prudent.  As  other  Western  countries  built  cradle-to-grave  welfare 
states,  America  was  a  sceptical  outlier. 

Now  excited  Democrats  think  a  once-in-a-generation  political 
shift  is  under  way,  driven  by  anger  at  growing  inequality  and  so¬ 
cial  immobility.  There  is  talk  of  the  electoral  rewards  that  await,  if 
their  party  has  the  nerve  to  use  the  state’s  powers  to  right  eco¬ 
nomic  wrongs.  January  8th  marked  the  50th  anniversary  of  Pres¬ 
ident  Lyndon  Johnson’s  “war  on  poverty”,  involving  public 
health,  education  and  welfare  programmes.  Conservatives  say 
that  war  was  lost,  citing  the  huge  rise  in  welfare  dependency  and 
the  sharp  fall  (from  95%  to  barely  83%)  in  the  proportion  of  peak¬ 
working-age  men  who  work.  Democrats  retort  that  without  the 
safety  net,  poverty  would  be  even  worse.  Many  want  to  take  the 
fight  beyond  the  poor  of  Johnson’s  oratory,  in  their  “sharecrop¬ 
per  shacks”,  and  start  helping  the  middle  class  as  well.  Months 
ahead  of  tough  mid-term  elections,  Democrats  yearn  to  use  in¬ 
equality  as  a  wedge  issue,  capturing  the  “energy”  they  sense  on 
the  left  while  painting  Republicans  as  heartless. 

The  year  began  with  rows  over  extending  benefits  for  the 
long-term  unemployed,  after  Congress  let  them  lapse  for  1.3m 
Americans.  The  Democrat-controlled  Senate  agreed  on  January 
7th  to  consider  restarting  payments.  Appearing  in  the  White 
House  with  Americans  whose  benefits  are  in  peril,  Mr  Obama 
scolded  conservatives  for  suggesting  that  welfare  hurts  the  job¬ 
less  by  reducing  incentives  to  work.  He  said  he  could  not  recall 
ever  meeting  an  American  “who  would  rather  have  an  unem¬ 
ployment  cheque  than  the  pride  of  having  a  job”.  But  the  Repub¬ 
lican-controlled  House  of  Representatives  is  reluctant  to  extend 
benefits  without  offsetting  spending  cuts  or  policy  concessions. 


Many  in  Mr  Obama’s  party  want  him  to  build  his  state-of-the- 
union  message,  on  January  28th,  around  such  policies  as  a  rise  in 
the  federal  minimum  wage.  They  point  to  polls  showing  two- 
thirds  of  Americans  backing  higher  wage  floors,  as  well  as  to  lo¬ 
cal  victories  on  the  issue,  including  a  November  referendum  in 
SeaTac,  a  small  Seattle  suburb  with  a  large  airport  in  it.  The  same 
voices  cheered  when  New  York’s  new  Democratic  mayor,  Bill  de 
Blasio,  took  office  vowing  to  raise  taxes  on  those  earning  more 
than  $500,000  a  year,  to  expand  education  for  the  youngest  New 
Yorkers.  They  claimed  Pope  Francis  as  an  ally  after  he  questioned 
whether  free  markets  really  allow  wealth  to  “trickle  down”. 

Gleeful  Democrats  think  all  this  puts  Republicans  on  the  de¬ 
fensive.  It  is  true  that  ambitious  Senate  Republicans,  such  as  Mar¬ 
co  Rubio  of  Florida  and  Rand  Paul  of  Kentucky,  marked  the  lbj 
anniversary  by  outlining  conservative  responses  to  inequality, 
focusing  on  economic  growth.  Paul  Ryan,  a  congressman  from 
Wisconsin  (and  devout  Catholic)  who  was  Mitt  Romney’s  2012 
running-mate,  ventured  that  Pope  Francis  had  not  seen  proper 
free  markets  at  work,  because  “the  guy  is  from  Argentina”. 

Yet  Democrats  should  be  cautious.  Policies  can  be  popular  but 
not  win  elections.  As  a  centre-left  party  in  a  conservative  country, 
Democrats  win  nationwide  only  by  turning  out  as  many  of  their 
own  as  possible,  while  also  persuading  millions  of  swing  voters 
into  their  camp.  A  new  study  of  election  data  from  1972  to  2008  by 
two  political  scientists,  Jan  Leighley  of  American  University  and 
Jonathan  Nagler  of  New  York  University,  unearthed  two  striking 
findings  about  Americans  and  redistribution.  First,  those  who 
turn  out  to  vote  are  consistently  more  hostile  to  redistribution 
than  those  who  do  not-largely  because  voters  earn  more  and  are 
better  educated,  on  average,  than  non-voters.  Second,  the  same 
low-income  Americans  who  favour  government  safety-nets  and 
interventions  often  fail  to  vote  because  they  see  no  real  differ¬ 
ences  between  the  parties.  The  study  is  mixed  news  for  Demo¬ 
crats.  It  suggests  that  populist  appeals  for  more  redistribution 
may  boost  turnout  among  the  poor,  by  highlighting  party  differ¬ 
ences.  But  it  also  found  that  views  of  government  intervention 
are  strongly  held.  On  many  issues,  “you  can’t  tell  voters  and  non¬ 
voters  apart,”  notes  Mr  Nagler.  Not  so  with  redistribution.  The 
risk  is  that,  as  an  issue,  it  is  catnip  to  partisans,  but  too  divisive  to 
use  for  the  equally  vital  task  of  wooing  moderate  swing-voters. 

Do  lean  times  call  for  Men  in  Tights? 

All  in  all,  the  evidence  is  not  iron-clad  that  unhappy  Americans 
are  turning  left.  New  York  and  Seattle  are  deeply  Democratic,  for 
one  thing,  and  hardly  representative.  Nor  are  all  forms  of  redistri¬ 
bution  equal.  For  most  voters,  plans  to  raise  the  minimum  wage 
or  to  tax  millionaires  involve  taking  money  from  far-off  rich  peo¬ 
ple  or  companies.  Put  another  way,  they  are  Robin  Hood  policies. 
Other  forms  of  intervention  are  much  less  popular,  starting  with 
Obamacare.  That  health  law— broadly— transfers  money  and 
benefits  from  the  young  and  healthy  to  the  old  and  sick,  and  from 
the  better-off  to  the  poor.  Democrats  predict  that  Americans  will 
soon  embrace  the  law,  concluding  that  it  creates  more  winners 
than  losers.  Perhaps.  But  for  now,  its  transfers  are  widely  seen  as 
statist  coercion  worthy  of  the  Sheriff  of  Nottingham. 

The  left  appears  blind  to  the  risks.  Mr  Obama  seems  more  cau¬ 
tious.  His  White  House  appearance  with  jobseekers  presented 
unemployment  insurance  as  an  aid  for  those  eager  to  work,  rath¬ 
er  than  as  a  cure  for  inequality.  Caution  is  wise.  America  is  not 
ready  for  a  president  in  green  tights.  ■ 
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Tensions  in  Argentina 

Holding  the  ring 


BUENOS  AIRES 

The  government  is  struggling  to  stay  on  its  feet 


IT  HAS  been  a  summer  of  discontent  in 
Argentina.  In  December  police  forces  in 
20  of  the  country’s  24  districts  went  on 
strike  in  protest  at  low  salaries,  sparking 
the  worst  bout  of  looting  since  the  crisis  of 
2001.  A  heatwave  then  knocked  out  the 
power  in  Buenos  Aires  during  the  holiday 
season,  leaving  tens  of  thousands  without 
electricity  for  more  than  a  fortnight.  A 
combination  of  political  torpor  and  eco¬ 
nomic  fragility  has  once  again  raised  ques¬ 
tions  about  the  precariousness  of  the 
country’s  position. 

A  few  months  ago  things  looked  rosier. 
After  brain  surgery  had  forced  her  to  rest 
for  six  weeks,  President  Cristina  Fernandez 
de  Kirchner  returned  to  work  in  November 
with  aplomb.  First  she  purged  her  cabinet 
of  some  of  its  more  ineffectual  ministers. 
Next  she  nodded  through  a  $5  billion  offer 
to  compensate  Spain’s  Repsol  for  the  na¬ 
tionalisation  of  ypf,  an  oil  firm,  in  2012.  Ms 
Fernandez  even  abandoned  the  widow’s 
weeds  she  had  worn  since  her  husband 
Nestor’s  death  in  2010. 

But  clothes  are  easier  to  shed  than  Ar¬ 
gentina’s  grievances,  exemplified  by  strik¬ 
ing  police.  Although  police  salaries  are  not 
meagre,  they  are  devoured  by  inflation, 
which  private  economists  estimate  to  be 
25%  and  rising.  Having  seen  the  police  win 
pay  rises  by  downing  batons,  other  public- 
sector  employees  may  do  the  same.  Rail¬ 
way  workers  and  teachers’  unions  are  de¬ 
manding  wage  rises  of  around  30%  in  2014. 
As  for  the  blackouts,  the  unusually 


warm  weather  was  not  the  only  factor. 
Electricity  and  gas  tariffs  have  been  artifi¬ 
cially  depressed  since  2002,  when 
Eduardo  Duhalde,  then  president,  forbade 
the  country’s  private  energy  providers 
from  charging  more.  Improvements  to  Ar¬ 
gentina’s  decaying  electricity  grid  have 
been  put  off.  Energy  firms  rely  on  govern¬ 
ment  subsidies,  estimated  at  around  $nbil- 
lion  in  2013,  to  cover  their  costs. 

Ms  Fernandez  is  therefore  in  a  quanda¬ 
ry.  Holding  wage  rises  below  inflation  and 
quietly  cutting  subsidies  is  politically  un¬ 
tenable.  But  continuing  to  spend  will  add 
to  Argentina’s  monetary  and  fiscal  pres¬ 
sures.  Dante  Sica  of  Abeceb.com,  an  eco¬ 
nomic  consultancy,  estimates  that  large 
pay  rises  for  provincial  public-sector  em¬ 
ployees  could  double  the  provinces’  fiscal 

I  Getting  rid  of  the  country  pile 

Argentina's  foreign-exchange  reserves*,  $bn 
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deficits.  On  January  3rd  the  federal  govern¬ 
ment,  which  is  itself  in  the  red,  agreed  to 
roll  over  the  debt  of  18  provinces  to  help 
ease  their  financial  strains. 

The  government  is  resorting  to  familiar 
tactics  to  square  the  circle.  It  has  negotiated 
an  accord  with  supermarkets  to  freeze  the 
prices  of  193  common  goods  such  as  milk, 
sunflower  oil  and  beef.  It  is  blaming  the 
electricity  firms  for  the  blackouts:  on  Janu¬ 
ary  7th  the  planning  ministry  seized  the 
providers’  meagre  grid-improvement 
fund.  To  stop  the  draining  of  foreign-ex- 
change  reserves,  it  has  raised  taxes  on  cred¬ 
it-card  purchases  made  abroad,  from  20% 
to  35%.  Such  controls  are  not  new:  the  gov¬ 
ernment  has  in  effect  banned  the  sale  of 
foreign  currency  at  the  official  exchange 
rate  since  2011.  But  they  fuel  frustration. 

Argentina’s  political  classes  already 
have  their  eyes  on  presidential  elections  in 
2015.  Ms  Fernandez  was  conspicuously  ab¬ 
sent  during  the  period  of  the  blackouts,  on 
holiday  in  Patagonia.  Her  own  ambitions 
may  now  extend  only  to  handing  the 
country’s  problems  over  to  a  successor. 
That  will  depend  on  how  well  Argentina 
marshals  its  international  reserves.  By  the 
end  of  2013  those  reserves  had  fallen  to  $30 
billion  (see  chart);  Argentina’s  energy  defi¬ 
cit  will  reach  $9  billion  this  year,  says  Dan¬ 
iel  Montamat,  an  energy  consultant. 

To  ensure  that  reserves  do  not  dry  up 
entirely,  the  government  needs  a  good  2014 
harvest  and  quiescent  farmers.  Agriculture 
is  a  crucial  source  of  dollars,  accounting  for 
most  of  the  country’s  $10  billion  export-tax 
take  in  2013.  But  taxes  are  a  sore  point  for 
farmers  struggling  with  rising  costs  and  an 
overvalued  peso.  Farming  groups  almost 
brought  Ms  Fernandez  down  in  2008  by 
withholding  sales.  A  repeat  of  this  tactic  in 
2013  fizzled  because  many  small  producers 
could  not  afford  to  forgo  earnings.  Argenti¬ 
na  may  not  be  in  outright  crisis,  but  it  is 
very  far  from  being  stable.  ■ 
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Reforms  in  Cuba 

Seat  belt,  mirrors, 
brake 

HAVANA 

The  road  to  capitalism  does  not  run 
smooth 

WHEN  the  Cuban  government  said  in 
December  that  it  intended  to  let  the 
population  buy  modern  cars  without  re¬ 
quiring  permits,  many  suspected  there 
would  be  a  catch.  They  were  right. 

The  cars,  which  can  only  be  bought 
through  state-owned  suppliers,  cost  a  for¬ 
tune.  A  2013  Peugeot  508,  marketed  in  Eu¬ 
rope  as  an  affordable  saloon  car  costing 
around  $30,000,  has  a  price  tag  of  more 
than  a  quarter  of  a  million  dollars  at  a  run¬ 
down  showroom  in  Havana.  A  Chinese 
Geely,  with  more  than  80,000  kilometres 
(50,000  miles)  on  the  clock,  is  on  sale  for 
around  $30,000.  The  average  salary  in 
Cuba  is  less  than  $20  a  month.  “What  do 
they  think  they  are  selling?  Aeroplanes?” 
jokes  Erik,  a  handyman,  as  he  looks  at  the 
price-list.  “They  don’t  want  to  sell  any  cars. 
It’s  all  a  show,”  agrees  Ernesto,  a  mechanic. 

The  prices  certainly  seem  designed  to 
deter  purchasers.  Some  even  wondered 
whether  there  had  been  a  clerical  error 
and  prices  had  been  listed  in  Cuban  pesos, 
Cuba’s  local  currency,  which  is  worth  24 
times  less  than  the  dollar-pegged  converti¬ 
ble  peso  (cue).  Another  theory  is  that  the 
high  prices  are  a  preview  of  a  widely  pre¬ 
dicted  devaluation  of  the  cue  as  part  of 
the  government’s  commitment  to  unify 
the  island’s  two  currencies. 

A  further  explanation  may  lie  in  the  im¬ 
mediate  effect  of  the  reform:  the  elimina¬ 
tion  of  a  thriving  black-market  trade  in  the 
permits  to  buy  new  cars.  For  decades  these 
have  been  awarded  to  valued  individuals 
such  as  exceptional  party  workers,  sports 
stars  and  artists.  But  they  had  more  recent¬ 
ly  become  a  currency  themselves,  swap¬ 
ping  hands  for  around  $12,000  each.  The 
government  says  that  those  with  permits 
will  be  first  in  line  to  buy  new  cars— a  du¬ 
bious  benefit  given  that  many  have  qua¬ 
drupled  in  price  since  the  reform. 

“There  could  hardly  be  a  stronger  signal 
that  this  remains  a  controlled  economy,” 
says  one  Havana-based  diplomat.  Since 
taking  over  as  president  from  his  brother 
Fidel  in  2008,  Raul  Castro  has  taken  some 
steps  to  reduce  the  state’s  economic  role. 
He  has  allowed  small-scale  self-employ¬ 
ment,  permitted  Cubans  to  buy  houses 
and  given  private  farmers  more  autonomy 
to  grow  and  sell  their  produce.  But  he  has 
always  insisted  such  reforms  will  be 
“without  haste”.  Now  there  are  signs  that 
he  is  deliberately  slowing  things  down. 

On  January  1st,  the  55th  anniversary  of 
the  revolution,  Mr  Castro  gave  a  speech  in 


Mexico's  cowboy  pilgrims 

Saddle  up,  kneel  down 


GUANAJUATO 

Rural  values  endure  in  an  industrial  heartland 


BEFORE  dawn  on  January  4th  the 
mesquite  trees  around  Jose  Reyes 
Morin’s  farm  are  lit  up  with  Christmas 
lights.  Inside  the  house,  breakfast  is  eaten 
by  candlelight.  Mr  Morin,  a  stickler  for 
the  old  ways,  doesn’t  much  believe  in 
using  electricity  at  home  for  anything 
other  than  religious  occasions. 

Appetites  sated,  a  score  of  cowboys, 
one  young  woman  and  your  (less  young) 
correspondent  mount  scraggy  horses. 
“Viva  Cristo  Rey,”  (“Long  Live  Christ  the 
King”)  shouts  Mr  Morin,  silver-buttoned 
comandante  of  the  group,  as  the  riders  set 
off  on  a  three-day  pilgrimage  to  the  23- 
metre  (75-foot)  statue  of  Cristo  Rey,  high 
on  a  hill  in  the  very  centre  of  Mexico. 
That  cry  could  once  have  got  him  killed 
as  a  Catholic  reactionary.  Today  it  is  a  call 
to  rural  traditions  of  faith  and  endurance 
in  Mexico’s  industrial  heartland. 

As  the  sun  rises,  the  group  grows.  By 
lunchtime  about  850  horsemen,  and  a 
handful  of  women,  are  heading  towards 
the  monument,  visible  many  miles  away. 


Sombreros  off  for  church 


Priests  whom  they  encounter  remind 
them  that  they  are  riding  in  the  hoof- 
prints  of  the  Cristero  martyrs,  who 
fought  a  guerrilla  war  against  the  anti¬ 
clerical  forces  of  President  Plutarco  Elfas 
Calles  in  1926-29.  The  first  Cristo  Rey 
statue  was  blown  to  bits  by  callistas  in 
1928.  One  old-timer,  who  did  his  first 
pilgrimage  shortly  after  it  started  in  1956, 
recalls  that  when  early  pilgrims  shouted 
“Viva  Cristo  Rey”,  antagonists  retorted: 
“Long  Live  the  Supreme  Court  of  Justice”. 

Their  route  threads  past  a  General 
Motors  factory  in  a  state  where  Mazda 
and  Honda  also  have  car  plants  and  an 
urban  middle  class  is  emerging.  The 
pilgrims,  who  are  mostly  farmers,  have 
different  values.  After  a  hard  day’s  riding, 
they  sleep  rough,  using  saddles  as  pil¬ 
lows.  They  are  forbidden  even  a  drop  of 
tequila.  Before  bed,  they  line  up  for  hours 
to  confess,  knees  bent  on  the  pavement, 
to  a  priest  sitting  on  a  chair  under  a  street- 
lamp.  At  5am,  they  get  up  for  mass. 

Moustached,  tattooed,  scarred  and 
shaven-headed,  some  look  as  roguish  as 
any  bandido.  Many  have  worked  north 
of  the  border  as  illegal  immigrants.  The 
culture  is  hierarchical  and  macho:  most 
will  not  let  their  wives  ride  with  them. 

But  they  murmur  prayers  with  cherubic 
devotion  and  life  revolves  around  fam¬ 
ilies  and  horses. 

Along  the  route  children  run  gleefully 
for  sweets  thrown  by  the  horsemen,  and  . 
entrust  to  them  letters  to  the  Three  Kings, 
asking  for  presents  on  Epiphany.  On  that 
day,  January  6th,  some  3,000  saddle-sore 
riders  eventually  make  it  up  the  cobble- 
stoned  slope  to  the  Cristo  Rey,  praying 
fervently.  When  your  correspondent  asks 
where  to  put  the  children’s  letters,  he  is 
told  he  can  throw  them  away.  “It’s  only 
make  believe,”  says  one  rider,  with  a 
cowboy’s  bluntness. 


Santiago,  Cuba’s  second-largest  city.  He 
made  no  mention  of  further  reform,  in¬ 
stead  castigating  unnamed  foreign  groups 
for  attempting  to  introduce  “neoliberal” 
and  “neocolonial”  thinking. 

That  day  the  government  also  enacted 
a  law  banning  the  resale  of  clothes  import¬ 
ed  from  abroad.  The  trade  of  “tailor  and 
dressmaker”  is  one  of  around  200  private 
occupations  that  were  officially  permitted 
in  2010.  Since  then  thousands  of  entrepre¬ 
neurs  have  stretched  its  definition,  setting 
up  small  clothing  stores  stocked  with 
brands  from  Europe  and  the  United  States. 

The  clothes  are  often  imported  in  suit¬ 


cases  by  Cuban  travellers  taking  advantage 
of  another  reform,  which  eliminated  the 
requirement  for  a  permit  to  travel.  Eva,  a  27- 
year-old  from  Havana,  says  that  since  2011 
she  has  been  flying  to  Madrid  every  two 
months  to  stock  up  her  fashion  store  in  the 
back  of  her  apartment.  Now  she  says  she 
will  close  her  business.  “Every  time  we 
start  to  breathe  a  little,  we  know  the  gov¬ 
ernment’s  grip  will  soon  tighten.”  ■ 


Correction:  We  got  our  own  numbers  wrong  when  we 
reported  estimates  for  Argentina's  maize  harvest  in 
billions  of  tonnes  ("Still  lying  after  all  these  years", 
December  21st  2013).  The  units  should  have  been  in 
millions.  Sorry. 
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Sheikh  Hasina  plans  to  hang  on  to  office  after  an  electoral  farce 


Bangladesh's  election 

Another  beating 


DHAKA  AND  DELHI 


IT  IS  becoming  hard  to  know  whether 
Sheikh  Hasina,  Bangladesh’s  prime  min¬ 
ister,  is  a  cynically  good  actress  or  cut  off 
from  political  reality.  Smiling  before  jour¬ 
nalists  in  Dhaka,  the  capital,  on  January 
6th,  she  chided  opposition  parties  for  their 
“mistake”  in  boycotting  general  elections 
the  day  before,  then  waved  aside  doubts 
over  the  legitimacy  of  her  victory. 

Either  way,  her  country’s  democracy  is 
in  a  rotten  state.  Of  a  potential  electorate  of 
92m  (out  of  more  than  150m  people),  only  a 
minority  turned  out.  The  government  says 
just  under  40%  voted  in  contested  seats; 
others  think  much  less.  It  does  not  give 
Sheikh  Hasina’s  Awami  League  (al), 
which  has  ruled  since  2009,  much  of  a  ba¬ 
sis  for  another  term. 

Many  polling  stations  saw  almost  no 
voters,  then  suspiciously  large  numbers  of 
ballots  cast  late  in  the  day.  Of  the  300  con¬ 
stituencies,  just  over  half,  153,  had  no  con¬ 
test  at  all,  since  only  al  candidates  or  allies 
registered.  In  the  capital  voting  took  place 
in  just  nine  of  20  seats. 

The  main  opposition  Bangladesh 
Nationalist  Party  (bnp)  and  a  host  of  small¬ 
er  parties  refused  a  contest  they  said 
would  be  unfair  unless  supervised  by  a 
caretaker  government  of  the  kind  seen  in 
the  previous  four  elections.  But  Sheikh  Ha¬ 
sina  scrapped  the  constitutional  provision 
for  that  in  201L 

The  bnp’s  leader,  Khaleda  Zia,  long  a 
bitter  rival  to  the  prime  minister,  remains 
under  what  amounts  to  house  arrest.  Mo¬ 


hammad  Hossain  Ershad,  a  former  dicta¬ 
tor  who  leads  the  third-biggest  party,  Ja- 
tiyo,  has  been  locked  up  in  an  army 
hospital  since  he  belatedly  joined  the  poll 
boycott.  A  fourth  party,  Jamaat-e-Islami, 
an  Islamist  and  thuggish  outfit,  was 
banned  from  the  polls  for  being  too  reli¬ 
gious.  On  January  7th  police  arrested  yet 
more  opposition  figures,  including  a  close 
adviser  to  Mrs  Zia  as  he  left  a  meeting  with 
journalists.  Thousands  of  activists  have 
been  detained. 

Political  intimidation  is  officially  ex¬ 
plained  away  as  an  effort  to  stop  the  vio¬ 
lence  that  has  persisted  since  the  al 
claimed  victory.  On  polling  day  alone, 
over  20  people  were  shot  by  police,  or 
beaten  or  burned  to  death  as  rival  goons 
from  the  bnp  and  the  League  clashed  and 
as  opposition  thugs  petrol-bombed  buses, 
apparently  to  discourage  voting.  In  some 
cases  violent  attacks  appeared  staged  espe¬ 
cially  for  television  and  other  cameras. 

In  all,  it  is  an  ugly  start  to  what  is  bound 
to  be  another  bloody  year.  In  2013,  500  or 
so  people  were  killed  in  political  clashes, 
one  of  the  most  violent  years  since  inde¬ 
pendence.  The  government,  with  some 
cause,  blames  the  bnp  and,  especially,  its 
Islamist  allies.  Since  the  election,  pro-Ja- 
maat  hoodlums  have  reportedly  attacked 
minority  Hindu  families  in  rural  areas. 

Yet  the  League  also  bears  responsibility 
for  the  unrest.  A  flawed  war-crimes  trial,  in 
which  leading  opposition  figures  have 
been  sentenced  to  hang  for  what  they  did 


in  the  independence  war  of  1971,  has  great¬ 
ly  raised  tensions.  The  trials  and  execu¬ 
tions  will  go  on  for  months. 

It  is  less  clear  how  long  Sheikh  Hasina 
believes  she  can  brazen  things  out.  That,  a 
close  adviser  concedes,  is  “the  trillion-dol- 
lar  question”.  He  expects  another  year  or 
more  before  new  elections.  Several  factors 
favour  her  as  she  prepares  to  be  sworn  in  at 
the  end  of  the  month.  Not  least,  the  bnp  is 
in  disarray,  its  leaders  either  uninspiring  or 
locked  up.  Its  recourse  to  months  of  crip¬ 
pling  strikes  and  street  protests,  in  associa¬ 
tion  with  Jamaat,  was  desperate  and  did 
not  go  down  well  with  most  Bangladeshis. 

Foreigners  will  press  for  a  new  vote,  but 
not  firmly.  Western  countries  all  refused  to 
send  observers  to  the  recent  polls.  On  Jan¬ 
uary  6th  American,  British  and  other  gov¬ 
ernments  lamented  the  violence  and  the 
flawed  election  in  equal  measure.  Yet  none 
has  gone  so  far  as  to  say  that  Sheikh  Ha¬ 
sina’s  victory,  and  thus  her  government,  is 
illegitimate.  Outsiders  could  threaten  to 
cut  aid  or  trade  benefits  (especially  valu¬ 
able  duty-free  access  for  clothes  to  the  eu). 
But  they  will  be  wary  of  undermining 
laudable  anti-poverty  efforts. 

So  Sheikh  Hasina  probably  thinks  she 
can  hold  on.  If  she  is  seen  to  offer  negotia¬ 
tions  with  Mrs  Zia,  that  may  be  enough  to 
buy  her  time.  Official  proposals  for  future 
elections  are  likely  to  include  all-party 
caretaker  administrations  and  a  revamped 
election  commission.  But  agreement  on 
these  would  take  months  and  may  never 
be  reached.  Meanwhile  the  government 
will  press  the  bnp  hard  to  break  ties  with 
Jamaat. 

Sheikh  Hasina  enjoys  a  degree  of  politi¬ 
cal  cover.  The  biggest  neighbour,  India,  did 
send  observers  to  the  polls,  and  praised 
her  for  holding  them  at  all.  Despite  earlier 
Indian  efforts  to  look  even-handed,  among 
Bangladeshis  the  perception  is  growing 
that  India  heavily  favours  Sheikh  Hasina  ►► 
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►  over  her  rivals.  It  is  certainly  eager  to  see  Ja- 
maat  and  other  Islamists  weakened. 

At  home,  the  Bangladeshi  army  is  un¬ 
likely  to  repeat  its  futile  effort  in  2007  to 
banish  both  the  atrocious  begums,  Mrs  Zia 
and  Sheikh  Hasina,  from  politics  altogeth¬ 
er.  The  army  made  a  mess  of  its  attempt  at 
governing,  in  2007-08.  Sheikh  Hasina  also 
benefits  from  having  sweetened  the 
armed  forces  with  lucrative  un  peace¬ 
keeping  duties  and  promises  of  Russian 
weapons  and  Chinese  submarines  that 
should  encourage  them  to  remain  in  their 


IN  THE  capital  everyone  still  loyal  to  Hun 
Sen,  Cambodia’s  long-serving  prime 
minister,  was  putting  on  a  brave  face.  This 
was,  after  all,  a  time  for  cross-border  back- 
slapping  to  mark  the  35th  anniversary  of 
the  Vietnamese  invasion  of  Cambodia 
which  drove  out  Pol  Pot  and  his  murderous 
Khmer  Rouge  and  installed  a  new  govern- 
ment-the  same  one  that  rules  today. 

Ordinary  Cambodians,  however,  were 
locked  out  of  festivities  carefully  stage- 
managed  by  the  Cambodian  People’s 
Party  (cpp)  near  the  banks  of  the  Mekong 
river  in  Phnom  Penh.  More  than  20,000 
schoolchildren,  senior  military  officials 
and  hand-picked  members  of  the  party 
faithful  applauded  on  cue  as  Heng  Samrin, 
an  elder  of  the  cpp,  spoke  of  the  harmoni¬ 
ous  and  vibrant  society  that  emerged  back 
in  1979,  following  decades  of  war.  Mr  Hun 


barracks  in  the  coming  months. 

Much  depends  on  what  sort  of  leader¬ 
ship  the  opposition  can  offer-in  particu¬ 
lar,  whether  it  can  turn  its  popular  refusal 
to  take  part  in  a  flawed  election  into  a  wid¬ 
er  protest  calling  for  new  and  fair  polls. 
Once,  when  Mrs  Zia  was  asked  whether 
she  believed  Sheikh  Hasina  would  step 
down  after  an  election,  she  called  her  a 
“despot”  who  thinks  she  will  “never  have 
to  relinquish  power”.  But  even  if  all  goes 
well,  that  prediction  is  likely  to  take 
months  to  be  proven  wrong.  ■ 


Sen  smiled  and  waved. 

But  he  kept  resolutely  quiet  about  what 
is  going  on  in  his  country  today.  At  few 
points  in  his  30  years  of  rule  has  Cambo¬ 
dia  been  tenser.  In  particular  he  made  no 
mention  of  his  crackdown  on  dissent  this 
month  in  which  five  people  were  killed 
and  another  20  injured.  It  brought  to  a  sud¬ 
den  halt  months  of  protests-by  the  oppo¬ 
sition  Cambodian  National  Rescue  Party 
(cnrp),  by  striking  garment-workers  from 
the  factories  around  Phnom  Penh,  and  by 
people  objecting  to  land  grabs  by  develop¬ 
ers  close  to  the  government  which  had  left 
them  homeless. 

The  three  strains  of  dissent  were  galva¬ 
nising  into  a  single  force.  Rallies  of  more 
than  60,000  were  becoming  common, 
with  unions  pushing  to  double  the  mini¬ 
mum  wage  (to  $160  a  month)  as  the  cnrp 


continued  to  call  for  Mr  Hun  Sen’s  resigna¬ 
tion.  They  regard  him  as  guilty  of  rigging 
last  July’s  general  election. 

Like  Mr  Hun  Sen  himself,  most  of  the 
local  media  championed  the  Vietnamese 
victory  of  decades  ago  and  ignored  the  re¬ 
pression  of  Cambodians  today.  However, 
footage  shot  by  protesters  and  journalists 
went  viral  on  social  media.  Even  in  the 
provinces,  villagers  watched  images  of  the 
violence  against  the  garment-workers.  In 
addition  to  those  killed  and  wounded,  at 
least  another  28  protesters  have  been  de¬ 
tained;  many  more  went  into  hiding  after 
government  thugs  smashed  their  way 
through  Freedom  Park,  a  zone  in  the  heart 
of  the  capital  where  demonstrators  had  es¬ 
tablished  a  semi-permanent  base. 

Two  leaders  of  the  cnrp,  Sam  Rainsy 
and  Kem  Sokha,  have  been  summoned  to 
appear  in  court.  Meanwhile,  general  re¬ 
pression  orders  have  been  extended.  Pub¬ 
lic  gatherings  of  ten  or  more  people  have 
been  banned,  and  universities  have  told 
students  not  to  hold  political  rallies  or 
even  take  part  in  “sensitive  political  discus¬ 
sion”.  The  army  and  police,  wearing  riot 
gear  and  brandishing  automatic  weapons, 
are  out  in  the  streets. 

After  more  than  $100  billion  in  foreign 
aid  and  two  decades  of  oversight  by  the 
un,  the  future  for  Cambodian  democracy 
now  looks  uncertain.  Some  in  the  ruling 
party  say  that  the  usual  democratic  pro¬ 
cesses,  including  the  right  to  demonstrate 
and  perhaps  even  a  working  parliament, 
will  be  suspended  until  the  next  election, 
not  due  until  2018. 

The  economy  is  teetering,  too.  Foreign 
garment-makers  such  as  Levi  Strauss, 
Puma  and  Gap  are  among  the  brands  re¬ 
viewing  their  options  following  the  vio* 
lence  against  Cambodian  workers.  Com¬ 
bined,  foreign  firms  have  bought  more 
than  $5  billion-worth  of  Cambodian- 
made  garments  over  the  past  year.  The  in¬ 
dustry  contributes  around  a  third  of  the 
government’s  annual  budget. 

For  now,  labour  unions  have  told  their 
members  to  return  to  work,  and  further 
street  protests  have  been  called  off.  Mr  Sam 
Rainsy,  for  his  part,  is  ignoring  his  sum¬ 
mons.  He  vows  to  organise  the  anti-gov¬ 
ernment  forces  into  myriad  small  groups 
and  spread  them  out  across  the  country¬ 
side  where  they  would  be  harder  to  detect 
and  suppress. 

This  will  not  please  Mr  Hun  Sen.  His 
distaste  for  any  form  of  dissent  runs  deep. 
But  this  month’s  show  of  force  will  only 
sap  the  strongman’s  popularity  further.  It 
was  already  declining:  despite  using  all  its 
resources  at  the  most  recent  election  to  pro¬ 
duce  a  good  showing,  Mr  Hun  Sen’s  party 
lost  a  humiliating  number  of  seats.  The 
prime  minister’s  crackdown  now  will  win 
him  few  friends.  Away  from  events  touting 
the  glories  of  his  party’s  past,  smiling  faces 
will  be  rare.  ■ 


Cambodian  democracy 

Bruised,  bloodied  and  probably  broken 
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The  strongman  orders  a  crackdown  on  dissent 
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A  new  political  party  opens  up  Indian  politics 
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Politics  in  India 

Stirring  the  pot 


A  MEASURE  of  his  sudden  success  is 
how  intensely  Arvind  Kejriwal  pro¬ 
vokes  either  cheer  or  dismay.  Mr  Kejriwal 
is  a  former  civil  servant  who  leads  India’s 
newest  and  brightest  movement,  the 
“Common  Man”  or  Aam  Aadmi  Party 
(aap),  born  in  2012  of  an  anti-graft  cam¬ 
paign.  Barely  two  months  ago  political  an¬ 
alysts  wondered,  before  an  election  there, 
whether  he  could  influence  local  politics 
in  Delhi,  the  capital.  Now  they  ask  how  he 
might  affect  India’s  general  election,  which 
will  probably  take  place  in  April. 

Without  a  scintilla  of  governing  experi¬ 
ence,  so  far  the  aap  has  exceeded  expecta¬ 
tions.  In  December  it  got  30%  of  votes  in 
polls  for  Delhi’s  assembly,  taking  28  of  70 
seats  (the  national  capital  territory  is  in  ef¬ 
fect  a  state).  It  both  walloped  the  incum¬ 
bent  Congress  and  took  support  from  the 
main  opposition,  the  Bharatiya  Janata 
Party  (bjp).  Backed  by  Congress’s  few  re¬ 
maining  legislators,  on  January  2nd  Mr 
Kejriwal  was  confirmed  as  Delhi’s  power¬ 
ful  chief  minister. 

His  first  days  in  office  have  been  true  to 
form.  Champion  of  the  little  man,  he  re¬ 
fuses  to  move  into  the  enormous  Lutyens 
bungalow  in  New  Delhi  which  was  long 
the  chief  minister’s  residence.  He  and  his 
team  of  young  ministers  spurn  the  flashing 
red  beacons  on  official  cars  that  Delhiites 
so  resent.  Police  will  lose  powers  to  fine 
rickshaw  drivers  for  petty  offences,  play¬ 
ing  to  a  core  group  of  supporters.  And  tax¬ 
payers  will  subsidise  a  fixed  quantity  of 
electricity  and  water  for  every  household. 
That  is  popular,  given  high  rates  of  infla¬ 
tion,  though  it  does  nothing  for  many 
without  wires  or  pipes  in  the  first  place. 

Now  Mr  Kejriwal  has  a  platform  for 
campaigning  beyond  Delhi.  On  January 
5th  the  party  said  that  it  will  compete  in  a 
pending  state  assembly  election  in  Harya¬ 
na,  Mr  Kejriwal’s  home  state,  as  well  as 
launch  a  national  drive  for  members.  In 
the  general  election  it  will  contest  parlia¬ 
mentary  seats  in  20  of  India’s  35  states  and 
territories.  Crucially,  it  will  stand  in  all  80 
constituencies  in  Uttar  Pradesh  (up),  a 
huge  northern  state  of  over  200m  people 
that  is  sure  to  shape  the  overall  result.  Look 
out  especially  for  the  Amethi  constituency 
of  Rahul  Gandhi,  Congress’s  scion,  where 
the  aap  hopes  for  an  upset. 

Just  as  its  governing  abilities  in  Delhi 
are  untested,  so  its  national  electoral 
chances  are  unclear.  Mostly  its  appeal  is  in 
cities,  where  voters  are  particularly  fed  up 


with  national  rule  by  Congress  but  less 
prone  to  voting  by  religion  or  caste.  They 
are  also  likely  to  be  most  swayed  by  the  en¬ 
thusiastic  media  and  online  coverage  of 
Mr  Kejriwal.  This  is  a  big  slab  of  voters:  53 
Indian  cities  now  have  1m  or  more  resi¬ 
dents,  accounting  for  around  70  out  of  543 
parliamentary  constituencies  for  the  low¬ 
er  house. 

A  single-issue,  anti-graft  movement 
will  probably  broaden  into  a  grouping  of 
socially  active,  left-leaning,  secular  voters. 
It  would  mean  drawing  in  activists  on  local 
issues,  for  example  those  against  a  nuclear 
power  station  in  a  coastal  part  of  southern 
Tamil  Nadu,  or  right-to-information  cam¬ 
paigners  who  oppose  mining  firms  in  Goa 
and  Karnataka. 

On  the  other  hand,  as  the  aap  takes  po¬ 
sitions  on  more  subjects,  it  is  likelier  to 
stumble.  This  week  one  leader  caused  a  fu¬ 
rore  by  suggesting,  reasonably  enough, 
that  majority-Muslim  Kashmiris  deserve  a 
say  over  army  deployment  keeping  order 
in  Kashmir.  That  provoked  a  group  of  30 
right-wing  Hindu  thugs  to  smash  win¬ 
dows  of  an  aap  office  near  Mr  Kejriwal’s 
home.  The  further  Mr  Kejriwal  and  his  col¬ 
leagues  stray  from  campaigning  against 
corruption,  the  likelier  they  are  to  make  en¬ 
emies— or  put  their  foot  in  it. 

Nonetheless,  a  development  of  recent 
years-the  fragmentation  of  Indian  politics 
and  the  rise  of  small  but  potent  regional 
parties— means  even  moderate  success  can 


bring  national  influence.  A  party  with 
20-30  parliamentary  seats  can  count  as  a 
national  actor  with  a  say  in  post-election 
coalition  bargaining. 

How  likely  is  that  for  the  aap?  Sympa¬ 
thetic  observers  see  Mr  Kejriwal  already 
influencing  politics  for  the  better.  His  party 
rejects  many  corporate  donations,  is  trans¬ 
parent  about  where  it  gets  its  money  and 
raises  funds  mostly  from  a  wide  base  of 
small  donors.  The  aap  is  staffed  by  volun¬ 
teers.  Its  youth  and  idealism,  says  a  colum¬ 
nist,  Pratap  Bhanu  Mehta,  is  a  welcome 
antidote  to  years  of  public  cynicism  to¬ 
wards  India’s  two  big  parties-corrupt,  ge¬ 
riatric  and  in  thrall,  in  the  case  of  Congress, 
to  dynasts. 

Both  Congress  and  the  bjp  are  wary  of 
the  harm  the  new  party  might  inflict  on 
them.  In  an  effort  to  draw  more  attention 
to  itself,  Congress  is  likely  to  name  Mr 
Gandhi  as  its  prime  ministerial  candidate 
on  January  17th.  It  also  promises  a  bigger 
campaigning  role  for  his  sister,  Priyanka 
Gandhi.  She  is  seen  by  some  as  a  more  de¬ 
cisive,  effective  figure  than  her  brother, 
though  her  husband  is  tainted  by  allega¬ 
tions  of  corruption  (which  he  denies).  Yet 
relying  on  the  Nehru-Gandhi  name  to 
bring  in  votes  looks  an  outdated  practice  in 
the  face  of  the  aap’s  urban  activism. 

Narendra  Modi,  the  bjp’s  strongman 
leader,  remains  the  front-runner  to  be  the 
next  prime  minister.  But  having  noted  Mr 
Kejriwal’s  success  in  Delhi,  he  may  have  to 
adjust  his  strategy.  Mr  Modi  is  also  starting 
to  solicit  small  donations  from  supporters, 
and  hopes  to  build  teams  of  active  volun¬ 
teers.  Their  stated  goal  is  to  get  the  bjp  272 
seats,  an  absolute  majority,  at  the  general 
election.  That  looks  a  fanciful  tally,  far 
above  any  previous  bjp  haul.  It  would  be¬ 
come  even  more  improbable  should  Mr 
Kejriwal  manage  to  build  even  a  modest 
national  campaign.  ■ 


This  supporter  champions  new  brooms 
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Banyan  |  The  trouble  with  democracy 
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With  varying  degrees  of  justification,  election  boycotts  are  in  vogue  in  Asia 


THOSE  living  in  dictatorships  often  harbour  the  delusion  that 
the  point  of  democracy  is  that  you  get  the  government  you 
want.  Those  living  in  democracies  soon  realise  that  is  not  the  sys¬ 
tem’s  most  salient  feature:  rather,  it  is  that  a  large  number  of  vot¬ 
ers  get  the  government  they  do  not  want  and  are  expected  to  put 
up  with  it  until  the  next  election.  In  many  young  democracies, 
politicians  find  this  hard  to  accept.  So  governments  rig  elections 
to  make  sure  they  win;  and  opposition  parties  reject  elections 
they  think  they  will  lose. 

For  combinations  of  these  two  reasons,  Asia  is  experiencing  a 
wave  of  election  boycotts.  The  poll  held  on  January  5th  in  Bangla¬ 
desh  was  a  foregone  conclusion  after  the  opposition  refused  to 
take  part.  In  Nepal  33  parties  rejected  a  constituent-assembly  elec¬ 
tion  in  November,  including  one  faction  of  the  once-ruling  Mao¬ 
ists,  who  staged  a  menacing  “active  boycott”.  In  Thailand  the  old¬ 
est  political  party,  the  Democrats,  despite  long  agitating  for 
dissolution  of  parliament,  is  shunning  the  resulting  general  elec¬ 
tion,  due  on  February  2nd.  As  for  those  that  did  contest  elections 
last  year,  opposition  parties  in  Cambodia  and  Malaysia  are  still 
refusing  to  accept  that  they  lost.  And  the  tiny  Maldives  seemed 
prepared  to  hold  as  many  elections  as  it  took  for  the  country’s 
most  popular  politician,  Mohamed  Nasheed,  to  lose. 

The  election  in  Bangladesh  was  a  farce.  Because  of  the  boy¬ 
cott,  the  incumbent  Awami  League  had  won  a  parliamentary  ma¬ 
jority  even  before  polling  stations  opened.  But  the  opposition 
Bangladesh  Nationalist  Party  (bnp)  did  have  a  strong  case  that 
the  election  would  have  been  farcical  even  if  it  had  taken  part.  So 
deep  and  bitter  is  the  antagonism  between  the  League  and  the 
bnp  and  their  leaders,  Sheikh  Hasina,  the  prime  minister,  and 
Khaleda  Zia  of  the  bnp,  that  neither  has  ever  trusted  the  other  to 
run  a  proper  election.  Since  1991  governments  have  had  to  stand 
down  well  before  elections,  which  were  held  under  supposedly 
neutral  caretaker  administrations.  But  after  winning  a  landslide 
in  December  2008,  the  League  used  its  big  parliamentary  major¬ 
ity  to  amend  the  constitution  to  do  away  with  this  requirement. 

Even  so,  the  bnp  would  probably  have  contested  the  election 
had  it  maintained  the  big  lead  it  held  up  to  a  few  months  ago  in 
the  opinion  polls.  But  it  did  not,  less  because  of  the  memory  of 
how  corrupt,  high-handed  and  generally  dreadful  an  administra¬ 


tion  it  ran  in  2001-06  than  because  of  the  thuggery  of  some  of  its 
supporters.  Both  sides  are  to  blame  for  the  political  violence  that 
has  seen  some  150  people  killed  during  the  campaign  and  on 
polling  day  itself.  No  incumbent  ruling  party  has  ever  won  a  sec¬ 
ond  term  in  Bangladesh;  each  election  is  a  victory  of  hope  over 
experience.  After  the  bnp’s  previous  term  ended,  the  army 
stepped  in  to  back  a  two-year  “technocratic”  interim  administra¬ 
tion  and  to  try  to  build  a  political  system  that  did  not  depend  on 
the  two  “Begums”.  It  failed.  So  democracy  in  Bangladesh  remains 
the  fief  of  two  parties  that  have  consistently  done  all  they  can  to 
undermine  it. 

Nepal,  in  contrast,  is  enjoying  a  rare  burst  of  political  opti¬ 
mism,  after  more  than  five  years  of  fractious  stalemate  since  the 
previous  election  in  2008.  Despite  Maoist  threats,  turnout  in  the 
election  was  more  than  70%.  The  result  was  a  defeat  for  the  main¬ 
stream  (non-boycotting)  Maoists,  whose  record  in  power  had  be¬ 
queathed  them  the  nickname  “cashists”.  But,  despite  crying  foul 
because  of  alleged  electoral  fraud,  they  have  agreed  to  join  the  as¬ 
sembly  to  draft  a  constitution.  Not  much,  however,  suggests  the 
new  assembly  will  find  it  easier  than  its  predecessor  to  find  a  con¬ 
stitutional  settlement  all  can  accept. 

Thailand  could  also  do  with  a  new  constitution.  The  current 
one  no  longer  works.  The  political  system  has  broken  and  no  one 
can  see  the  way  to  devise  a  new  one.  The  main  opposition  group, 
the  Democrat  Party,  should  contemplate  a  name  change:  to  the 
“anti-Democrats”,  perhaps,  or  the  catchier  “Born  to  Rule!”.  It  is 
boycotting  next  month’s  election  not  because  it  would  be  unfair 
(though  it  might  be),  but  because  it  would  lose.  It  has  not  won  a 
general  election  for  more  than  two  decades.  Its  supporters  in  the 
south  are  outnumbered  by  those  in  the  north  and  north-east  of 
the  country,  who  keep  on  voting  in  proxies  for  Thaksin  Shinawa- 
tra,  an  exiled  former  prime  minister.  The  forces  that  the  Born  to 
Rules  represent,  including  much  of  Thailand’s  traditional  elite, 
find  this  impossible  to  accept.  They  are  openly  campaigning  for 
what  amounts  to  dictatorship,  though  they  do  not  call  it  that.  De¬ 
mocracy  has  not  worked  for  the  Democrats. 

Even  if  they  thought  they  had  some  chance  of  winning  an 
election,  they  might  have  had  second  thoughts  after  last  year’s 
votes  in  two  of  Thailand’s  neighbours.  The  Cambodian  opposi¬ 
tion  resisted  the  temptation  to  boycott  an  election  in  July.  It  did 
surprisingly  well  in  a  country  where  the  ruling  Cambodian  Peo¬ 
ple’s  Party  still  functions  in  many  ways  like  what  it  once  was,  the 
one  party  in  a  one-party  state.  But,  despite  an  alliance  with  strik¬ 
ing  garment-workers,  the  opposition  remains  far  from  power. 

In  Malaysia,  the  opposition  knew  the  voting  system  was  bi¬ 
ased  in  favour  of  the  ruling  coalition,  more  than  is  usual  even 
with  a  first-past-the-post  system.  In  May  it  lost  the  election  de¬ 
spite  winning  the  popular  vote.  Constituencies  are  gerryman¬ 
dered,  but  the  opposition  alleged  further  rigging  and  cried  foul. 
Yet  in  a  relatively  mature  parliamentary  system,  it  seems  tacitly  to 
accept  it  will  have  to  wait  for  vindication  until  the  next  election. 

The  Maldivian  exception 

In  a  column  in  need  of  democratic  heroes,  here  is  one  nominee: 
the  Maldives’  Mr  Nasheed.  He  was  president  from  2008  to  2012, 
succeeding  a  30-year  dictatorship,  but  was  toppled  in  a  coup.  Yet 
he  accepted  last  year’s  perverse  electoral  defeat  graciously.  He 
had  an  eye,  says  an  adviser,  on  the  long  term.  Other  Asian  leaders 
have  yet  to  realise  that  the  true  mark  of  a  democrat  is  not  how  he 
wins  power  in  an  election  but  how  he  loses  it.  ■ 
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Urban  renewal  (l) 

New  frontiers 


FOSHAN 

The  fate  of  China’s  economic  reforms  will  be  determined  locally.  Our  first  article 
looks  at  a  wealthy  city  near  the  coast;  our  second,  at  a  poorer  one  inland. 


THE  furniture  market  in  Foshan  claims 
to  be  the  biggest  in  the  world.  It  boasts  a 
bewildering  mix  of  things  to  sit  on,  sleep  in 
and  eat  at.  One  shop,  named  the  “Louvre”, 
offers  a  range  of  styles  from  neoclassical  to 
postmodern,  which  an  assistant  defines  as 
a  cross  between  European  and  modern, 
suitable  for  “successful  people”. 

The  market,  which  sprawls  over  3m 
square  metres  (32m  square  feet),  show¬ 
cases  the  manufacturing  powers  of 
Foshan,  a  city  of  7m  people  in  the  southern 
province  of  Guangdong.  The  city  is  an  ar¬ 
chipelago  of  industrial  clusters,  dedicated 
to  furniture,  textiles,  appliances,  ceramics 
and  the  equipment  required  to  make  them. 
These  clusters  have  produced  some  of  Chi¬ 
na’s  most  successful  private  firms,  such  as 
Midea,  a  maker  of  household  appliances, 
which  began  as  a  bottle-lid  workshop,  and 
now  employs  135,000  people,  generating 
over  $16  billion  in  revenue  in  2012. 

Many  economists  worry  that  China 
will  succumb  to  a  “middle-income  trap”, 
failing  to  make  the  jump  from  an  early 
stage  of  growth,  based  on  cheap  labour 
and  brute  capital  accumulation,  to  a  more 
sophisticated  stage,  based  on  educated 
workers  and  improvements  in  productivi¬ 
ty.  But  no  economy,  let  alone  one  the  size  of 
China’s,  moves  in  lockstep  from  one 
growth  model  to  another.  Some  regions  al¬ 
ways  outpace  others.  Provinces  like 
Gansu,  in  China’s  north-west,  are  still 
struggling  to  wean  themselves  off  state- 
owned  mines  and  smokestacks  (see  next 
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article).  Other  parts  of  China’s  economy 
are  already  comfortably  high-income,  ac¬ 
cording  to  the  World  Bank’s  definition.  For 
example,  Foshan’s  gdp  per  head  was  al¬ 
most  $15,000  in  2012,  higher  than  in  some 
member  states  of  the  European  Union. 

Foshan  best  represents  China’s  “emerg¬ 
ing  economic  frontier”,  according  to  the 
Fung  Global  Institute  (fgi),  a  think-tank  in 
Hong  Kong.  With  the  help  of  researchers 
from  the  National  Development  and  Re¬ 
form  Commission,  China’s  planning  agen¬ 
cy,  the  institute  is  studying  Foshan  for  clues 
about  the  rest  of  the  economy’s  future. 

Foshan’s  example  is  relevant  to  other 
parts  of  China,  it  argues.  Unlike  the  nearby 
metropolis  of  Shenzhen,  it  was  never  a 
special  economic  zone.  Unlike  neighbour¬ 


ing  Guangzhou,  it  is  not  a  provincial  capi¬ 
tal.  It  also  shares  many  of  the  country’s 
growing  pains.  Lacking  oil  and  coal,  it  is 
prone  to  electricity  shortages.  It  is  heavily 
polluted  and  highly  indebted:  its  govern¬ 
ment  pays  47%  of  its  tax  revenues  on  ser¬ 
vicing  its  liabilities.  Wages  are  going  up, 
land  is  running  out,  and  growth  is  slowing 
down.  To  tackle  such  problems,  China’s 
Communist  Party  endorsed  a  long  list  of 
bold  reforms  at  its  long-awaited  “third  ple¬ 
num”  in  November.  Economists  wel¬ 
comed  the  list  even  as  they  worried  that  of¬ 
ficials  would  fail  to  implement  it.  But  in 
China,  implementation  is  often  a  process 
of  gradual  diffusion  not  abrupt  transition. 
Some  of  the  principles  proposed  by  the 
plenum  are  already  in  practice  in  Foshan. 
Some  may  have  been  inspired  by  it. 

The  third  plenum  resolved  that  the 
market  should  play  a  “decisive”  role  in  the 
allocation  of  resources.  In  Foshan  it  al¬ 
ready  does.  In  the  early  1990s  Shunde,  one 
of  the  city’s  districts,  pioneered  the  sale  of 
government-backed  enterprises  to  their 
managers,  workers  and  outside  investors. 
Foshan  now  has  about  one  private  enter¬ 
prise  for  every  20  residents.  In  2012  they 
grew  twice  as  fast  as  the  remaining  state- 
owned  firms. 

November’s  party  plenum  also  called 
for  private  capital  to  play  a  bigger  role  in 
public  infrastructure.  In  Foshan  over  the 
past  nine  years  the  government  has  al¬ 
lowed  private  firms  to  bid  for  over  500  pro¬ 
jects,  including  power  generation,  water 
plants,  and  rubbish-incineration  plants, 
according  to  Liu  Yuelun,  the  city’s  mayor. 
Ahead  of  the  party’s  call  to  consolidate  the 
state  bureaucracy,  Shunde  district  had  al¬ 
ready  slashed  the  number  of  its  depart¬ 
ments  from  41  to  16. 

Another  national  aim  is  to  unify  parts 
of  China’s  land  market,  allowing  rural 
land  to  be  leased  on  similar  terms  to  state- 
owned  urban  plots.  In  the  1980s  Foshan  ►► 
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►  had  already  created  a  shadow  market  in 
communal  land,  which  villagers  leased  to 
budding  industrialists,  contrary  to  nation¬ 
al  law  that  reserved  such  land  for  rural  pur¬ 
poses.  Because  these  land  rights  were  tech¬ 
nically  illegal,  many  big  firms  eschewed 
them.  But  that  made  them  all  the  cheaper 
for  scrappy,  small  firms  willing  to  live  in 
the  legal  shadows.  This  grey  market  al¬ 
lowed  Foshan’s  industrial  clusters  to  grow 
organically,  according  to  economic  logic 
rather  than  arbitrary  land  laws,  argues  the 
fgi.  It  also  allowed  villagers  to  reap  some 
of  the  gains  of  Foshan’s  industrial  transfor¬ 
mation.  By  2010,  the  fgi  calculates,  the  av¬ 
erage  Foshan  resident  owned  property 
worth  almost  $50,000. 

Will  Foshan’s  experiments  inspire  na¬ 
tionwide  reform?  Its  lessons  sometimes 
get  lost  in  translation.  Shunde’s  sales  of 
government-backed  firms  is  one  example. 
It  sold  its  most  profitable  firms  before  sell¬ 
ing  the  lossmakers,  a  strategy  it  likened  to 
“marrying  off  the  prettiest  daughter”  first, 
according  to  Linda  Chelan  Li  of  the  City 
University  of  Hong  Kong.  The  national 
government,  in  contrast,  let  small,  loss¬ 
making  firms  go  but  clung  tight  to  big,  prof¬ 
itable  ones.  These  soes  remain  powerful 
and  profitable  and  all  the  harder  to  reform 
as  a  consequence. 

Foshan’s  penchant  for  experimenta¬ 
tion  also  reflects  its  unusual  administrative 
history.  Until  2002  two  of  its  districts, 
Shunde  and  Nanhai,  were  cities  in  their 
own  right.  Their  governments  still  collect 
more  revenues  than  the  city  itself.  This  al¬ 
lows  decentralised-and  more  respon¬ 
sive-decision-making.  “When  the  upper 
level  of  government  gives  more  authority 
to  subdistricts,  they  have  a  stronger  sense 
of  responsibility,”  says  Mayor  Liu. 

In  response  to  the  demand  of  local  in¬ 
dustry,  for  example,  Shunde  district  built 
an  impressive  polytechnic,  which  now 
teaches  11,000  students.  Its  qualifications 
are  not  recognised  as  degrees  by  the  Minis¬ 
try  of  Education  but  they  are  highly  valued 
by  local  employers.  A  skilled  graduate  can 
earn  up  to  6,000  yuan  ($990)  a  month, 
says  Fu  Oingju  of  Keda,  an  equipment- 
maker.  The  quantity  of  workers  will  grow 
more  slowly  as  migration  to  Foshan  slows, 
but  the  quality  can  always  improve. 

Do  you  copy? 

Foshan’s  success  may  prove  hard  to  imitate 
or  to  sustain.  Its  prosperity  rests  on  the 
benefit  that  firms  derive  from  proximity  to 
others.  But  these  clusters  are  hard  to  repli¬ 
cate.  Why  would  companies  flock  to  a  new 
cluster  when  one  already  exists?  China  is 
dotted  with  ambitious  local  governments 
keen  to  build  hubs  of  high-tech  firms  and 
services.  Not  all  of  them  can  succeed. 

In  addition,  when  industries  cluster  in 
one  location,  pollution  also  concentrates 
in  the  same  spot.  Foshan  has  experienced 
the  stark  trade-off  between  industrial 


growth  and  environmental  protection.  In 
the  past  the  government  would  approve  a 
new  company  before  the  sewerage  system 
was  ready  to  cope.  Four  of  Foshan’s  inland 
rivers  are  heavily  polluted.  In  2003  it  tight¬ 
ened  environmental  regulations  on  its  lo¬ 
cal  ceramic  firms,  an  industry  with  centu¬ 
ries-old  roots  in  Foshan.  Ten  years  later, 
fewer  than  60  out  of  600  firms  remained. 
The  rest  did  not  pollute  less.  They  just  pol¬ 
luted  elsewhere.  Pollution  is  now  a  barrier 
to  Foshan’s  development,  rather  than  a  by¬ 
product  of  it.  “We  understand  that  our 
poor  environment  does  not  attract  talent¬ 
ed  people,”  notes  Mr  Liu,  the  mayor.  “We 
want  to  provide  greener  lands  for  them.” 

Mr  Liu  hopes  that  new,  cleaner  clusters 
will  supersede  its  older,  dirtier  ones.  The 
east  of  the  city,  which  is  connected  to 
Guangzhou  by  underground,  hosts  a  clus¬ 
ter  of  back-offices  for  Guangzhou’s  finance 
industry.  Foshan  is  also  building  a  new 
cluster  dubbed  the  Sino-German  Industri¬ 
al  Services  Zone,  dedicated  to  the  services 
that  high-end  manufacturing  requires.  The 


FOR  decades  after  Baiyin’s  largest  mine 
opened  in  1956,  the  city’s  state-owned 
behemoth,  the  Baiyin  Nonferrous  Metals 
Company  (bnmc),  was  China’s  main  sup¬ 
plier  of  copper.  It  also  furnished  prodi¬ 
gious  amounts  of  zinc,  lead  and  selenium 
from  the  region’s  mines.  Now  the  stuff  in 
the  ground  is  nearly  gone.  Although  Bai¬ 
yin,  a  city  of  1.7m  on  the  Yellow  River  in  the 
arid  north-western  province  of  Gansu,  still 
has  some  mines  and  smelters,  it  must  find 
something  else  to  do. 

The  problem  has  hardly  crept  up  unan¬ 
nounced.  Even  as  Baiyin  dug  other  pits  and 
maintained  output,  the  pit  opened  in  1956 


new  zone  straddles  the  Dongping  river. 
One  bank  represents  Foshan’s  prosperous, 
tangible  present-a  busy  port,  loading  and 
unloading  containers  full  of  manufactured 
goods.  On  the  other  bank  is  Foshan’s  vi¬ 
sion  of  its  future:  a  pleasant  ribbon  of  park¬ 
land,  decorated  with  cherry  trees,  mud¬ 
flats  to  attract  birds  and  a  skate-boarding 
rink.  The  park  includes  a  man-made  beach 
and  pond,  open  to  the  public,  where  up  to 
2,000  people  can  bathe. 

In  the  past  Foshan’s  enterprises  made 
great  leaps  by  assimilating  foreign  technol¬ 
ogy.  Its  ceramics  industry,  for  example,  im¬ 
ported  a  German  oven  in  1983  that  in¬ 
creased  output  tenfold.  The  Sino-German 
zone  is  an  attempt  to  import  something 
else:  not  German  kit  so  much  as  German 
credibility.  The  international  tie-in  is  a  sign 
of  Foshan’s  ambition  to  become  a  “live¬ 
able”  city,  attractive  to  the  kind  of  people 
that  a  sophisticated  service  industry 
needs.  Like  its  furniture,  Foshan’s  new  city 
aims  to  be  somewhat  European,  modern 
and  suitable  for  successful  people.  ■ 


was  exhausted  and  shut  by  1988;  in  2003 
the  central  government  declared  Baiyin  a 
city  on  the  path  to  “resource  exhaustion”, 
and  in  2008  selected  it  for  a  pilot  pro¬ 
gramme  in  a  transformation  that  will  af¬ 
fect  scores  of  similar  cities. 

Several  things  complicate  Baiyin’s  re¬ 
newal,  concludes  a  study  by  Wang  Haifei 
of  Northwest  Normal  University.  Not  only 
is  it  remote,  short  of  water  and  too  depen¬ 
dent  on  digging  things  up  from  the  ground 
but,  according  to  Mr  Wang,  poor  managers 
at  its  state-owned  enterprises  have  failed 
to  restructure  its  businesses  or  upgrade  its 
technology.  They  did  not  train  local  techni-  ►► 


Urban  renewal  (2) 


Not  so  grim  up  north-west 


BAIYIN 


A  hub  for  mining  and  heavy  industry  tries  to  reinvent  itself 


IBM  Cloud  supports 

Fortune  500  companies. 

When  you’re  among  the  highest-performing  businesses  in  the  world, 
you  can’t  afford  to  roll  the  dice  on  underperforming  alternatives. 
That’s  why  more  and  more  of  the  best  companies  are  tapping  into 
100-plus  Software  as  a  Service  (SaaS)  business  solutions  in  the 
IBM  Cloud.  Start  powering  your  cloud  at  ibm.com/getstarted 
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Death  of  a  film  mogul 

Rung  fu  fight  king 

BEIJING 

Sir  Run  Run  Shaw  made  his  mark  on  Hollywood  and  the  wider  world 


IF  HE  had  made  a  film  of  his  own  life,  Sir 
Run  Run  Shaw  might  have  called  it 
“The  Last  Mogul”.  From  a  stylised  open¬ 
ing  scene  in  the  late-Qing  dynasty  Shang¬ 
hai  of  his  childhood  to  his  death  in  Hong 
Kong  at  the  age  of  106  on  January  7th,  it 
could  have  been  a  trademark  production 
of  Shaw  Brothers,  the  studio  that  created 
the  Hong  Kong  action-movie  industry. 

It  would  be  full  of  action  itself,  as 
when  he  and  his  brothers  buried  $4m 
worth  of  gold  and  jewellery  in  Singapore 
during  the  second  world  war  to  protect  it 
from  the  Japanese.  Before  the  war  they 
had  produced  films  in  South-East  Asia, 


Do  Run  Run 


but  in  1957  Sir  Run  Run  moved  to  Hong 
Kong.  There  he  built  the  studio  that 
would  produce  hundreds  of  films— such 
as  “The  One-Armed  Swordsman”  and 
“Five  Fingers  of  Death”-that  began  a 
global  craze  for  martial  arts. 

A  Shaw  film  would  feature  stars  on 
strict  contracts.  One  actor  complained 
that  working  for  Sir  Run  Run’s  Hong  Kong 
television  company,  t  vb,  was  like  put¬ 
ting  an  orange  into  ajuicer:  the  juice 
belonged  to  tvb,  and  whatever  re¬ 
mained  belonged  to  you.  Nevertheless, 
many  went  into  the  juicer  and  came  out 
better  for  it-Chow  Yun-fat,  Tony  Leung 
and  Wong  Kar-wai  among  them. 

Bruce  Lee,  refusing  to  work  under 
Shaw  Brothers’  strict  terms,  achieved 
fame  with  a  rival  studio,  but  that  too  was 
started  by  a  former  Shaw  associate. 
“Everybody  owes  a  debt  to  the  Shaw 
brothers  and  Run  Run  Shaw,”  says  Bey 
Logan,  a  Hong  Kong  film  producer.  Sir 
Run  Run  also  helped  produce  some 
American  films,  such  as  “Blade  Runner”. 

“The  Last  Mogul”  would  also  make 
money,  because  that  is  what  his  films  did 
(he  said  movies  that  made  money  were 
his  favourite  kind).  And  then  the  pro¬ 
ceeds  would  go  to  charity,  just  as  Sir  Run 
Run  gave  millions  to  good  causes,  in¬ 
creasingly  in  mainland  China. 

Perhaps  his  subtlest  influence  may 
have  been  to  provide,  at  the  height  of 
Mao’s  rule  and  beyond,  an  alternative 
vision  of  China  to  the  world.  For  many, 
the  Oing  dynasty  and  Republican-era 
tableaux  of  Shaw  Brothers  films  were  the 
images  that  endured  long  after  the  Red 
Guards  had  gone. 


►  cal  staff  or  bring  in  talented  managers  from 
elsewhere  in  China.  “It  is  obvious  that  the 
transformation  of  Baiyin  is  still  difficult,” 
he  wrote.  “It  is  a  long  journey.” 

Although  Baiyin  remains  a  grimy  in¬ 
dustrial  city  where  many  struggle  to  make 
a  living,  it  is  taking  a  few  promising  first 
steps.  The  bnmc  has  been  reborn  as  the 
Baiyin  Nonferrous  Metals  Group  (bnmg), 
with  new  investors  and,  it  claims,  strat¬ 
egies  that  will  outlast  the  area’s  failing 
mineral  endowment.  Zhang  Jinlong,  a 
bnmg  official,  acknowledges  many  pro¬ 
blems  but  says  that  the  company  has  spent 
heavily  on  technology  that  has  already 
produced  gains  in  efficiency  and  declines 
in  pollution  at  the  city’s  remaining  fac¬ 
tories.  The  company  has  also  won  control 
of  resources  elsewhere  in  China  and  in 
other  countries,  including  South  Africa 
and  Peru. 

Belatedly,  Baiyin  is  starting  to  diversify 
its  economy.  It  is  getting  help  both  from 
Gansu’s  provincial  government  and  from 
the  central  government,  which  has  an¬ 
nounced  an  increase  of  5%  in  annual 
grants,  to  a  total  of  16.8  billion  yuan  ($2.7 
billion),  for  the  69  cities  that  are  now  classi¬ 
fied  as  “resource-exhausted”. 

The  broad  strategy  for  these  places  is 
managed  by  the  National  Development 
and  Reform  Commission  (ndrc),  China’s 
planning  agency.  Officials  there  say  the  cit¬ 
ies  are  home  to  600,000  unemployed  min¬ 
ers  and  18m  residents  living  at  subsistence 
levels.  “Resource-rich  cities  have  made  tre¬ 
mendous  contributions  to  China’s  eco¬ 
nomic  take-off,”  says  an  ndrc  official, 
“but  the  sacrifice  they  made  is  also  huge.” 

New  dogs  and  new  tricks 

The  planners  need  these  cities  to  attract 
new  industries.  In  Baiyin’s  case,  help  has 
come  from  the  Asian  Development  Bank 
(adb),  which  since  2008  has  given  policy 
advice  and  $8om  in  loans  for  industrial 
transformation.  The  head  of  adb’s  Beijing 
office,  Hamid  Sharif,  says  Baiyin’s  new 
mayor,  Wang  Haizhou,  is  modern,  busi¬ 
ness-minded  and  already  making  his 
mark.  The  adb  has  said  that  since  it  got  in¬ 
volved,  the  number  of  enterprises  in  a 
high-tech  park  has  grown  from  55  to  124. 
The  number  of  employees  has  risen  from 
1,800  to  more  than  14,000  and  annual 
gross  output  of  the  park  has  gone  from  1.2 
billion  yuan  to  14.1  billion  yuan. 

One  of  those  enterprises  is  the  Kang  Shi 
Da  contact-lens  factory,  where  260  em¬ 
ployees  use  precision  equipment  from 
South  Korea  and  Japan  to  make  20m  col¬ 
oured  lenses  a  year,  many  of  which  are  ex¬ 
ported  to  South-East  Asia.  The  boss,  Tang 
Shunchu,  reckons  Baiyin  got  stuck  in  the 
stodgy  mindset  of  China’s  state-owned  en¬ 
terprise  system.  To  get  the  place  moving,  it 
needs  more  outsiders  (like  him). 

He  boasts  that  Kang  Shi  Da  has  helped 
China  go  from  buying  lenses  from  South 


Korea  to  competing  with  it  in  third-country 
markets-though  his  firm  is  so  far  only 
wholesaling  to  other  packagers  for  resale. 
He  says  the  firm  needs  to  build  brand  rec¬ 
ognition  but,  he  insists,  “Our  quality  is  ex¬ 
cellent  and  we  will  eventually  be  able  to 
sell  under  our  own  brand  name.” 

Another  new  zone,  which  is  funded 
jointly  by  the  provincial  and  municipal 
governments,  is  the  Baiyin  Technology 
Business  Incubator,  a  business  park  cover¬ 
ing  50  square  kilometres  (20  square  miles). 
An  official  there,  Wang  Junying,  says  it  is 
helping  new  companies  to  market  them¬ 
selves  and  also  to  raise  money  from  banks 
and  investors. 

The  first  phase  has  focused  on  chemical 
firms,  which  can  use  a  central  testing  lab  at 
the  business  incubator  for  quality  control, 
rather  than  send  samples  out  of  the  prov¬ 


ince.  The  second  phase,  due  to  open  in 
2014,  aims  to  attract  electronics  firms. 

Not  everyone  is  as  upbeat  as  Mr  Wang. 
An  employee  at  one  of  the  industrial  parks 
complains  of  “old-style  thinking”  that  per¬ 
sists  in  Baiyin.  “They  think  that  if  they  just 
spend  a  lot  of  money  then  everything  will 
change.  But  who  would  want  to  live  here 
or  work  here?” 

Mr  Sharif  of  the  adb  admits  that  luring 
skilled  workers  will  be  hard.  But  he  also 
points  to  the  potential  in  Baiyin’s  nascent 
wind-  and  solar-energy  industries.  If  it  de¬ 
velops  those,  Baiyin  may  continue  to  en¬ 
joy  a  pleasant  side-effect  of  its  industrial 
decline:  improving  air  quality.  In  2002  sul¬ 
phur  dioxide  concentrations  registered  15 
times  the  regulatory  limit.  In  2013,  accord¬ 
ing  to  the  Baiyin  Daily,  the  city  enjoyed  334 
“good  air  days”.  ■ 
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Syria,  Iraq  and  al-Qaeda 

The  jihadists  may  have  gone  too  far 


CAIRO 

From  Baghdad  to  Beirut,  a  growing  backlash  against  the  most  extreme  of  the 
jihadists  may  change  the  course  of  civil  wars  in  Syria  and  Iraq 


IN  A  region  of  opaque  politics  and  oddly 
named  actors,  the  Islamic  State  of  Iraq 
and  al-Sham  (isis)  lives  up  to  its  title.  The 
group  that  started  as  an  al-Oaeda  affiliate 
in  Iraq  has  prospered  there  since  the  Amer¬ 
icans  left  in  2011,  subduing  much  of  the  ru¬ 
ral,  Sunni-dominated  north  and  pursuing 
an  aggressive  terror  campaign  against  Shi- 
as  further  south,  isis  expanded  into  Syria 
in  April  last  year;  al-Sham  denotes  a  Great¬ 
er  Syria  encompassing— among  swathes  of 
what  was  the  fertile  crescent— Lebanon, 
Palestine  and  even  Jordan.  Better  armed 
and  financed,  it  has  encroached  steadily 
into  areas  freed  from  government  control 
by  other  rebel  groups,  enforcing  harsh, 
state-like  authority  along  the  Euphrates 
valley  and  across  much  of  the  north.  But 
the  group’s  rapid  rise  may  now  be  over. 

Today  isis’s  fighters,  who  include  as 
many  as  7,000  would-be  jihadists  from 
across  the  globe,  face  battles  on  three 
fronts.  In  Syria  a  wave  of  disgruntlement 
with  the  group  turned  into  a  tsunami  after 
December  31st  when  its  men  returned  the 
torture-marked  corpse  of  a  doctor-cum- 
commander  with  Ahrar  al-Sham,  a  Salafist 
rebel  group  which  had  hitherto  been  an 
ally.  A  final  provocation  came  when  isis 
abducted  five  employees  of  Medecins 
Sans  Frontieres,  a  French-founded  charity 
that  is  one  of  the  few  aid  organisations  still 
willing  to  work  inside  Syria. 

Since  then,  rebels  of  all  stripes,  includ¬ 


ing  al-Oaeda’s  slightly  milder  Syrian  affili¬ 
ate,  Jabhat  al-Nusra,  other  Islamist  bri¬ 
gades  and  moderate  Western-backed 
groups  known  as  the  Free  Syrian  Army, 
have  joined  forces,  rapidly  sweeping  isis 
from  strongholds  across  a  swathe  of  north¬ 
ern  Syria.  In  Raqqa,  the  biggest  town  whol¬ 
ly  controlled  by  the  opposition,  most  re¬ 
cently  by  isis,  its  fighters  are  now  said  to  be 
holding  out  in  a  single  building.  The  group 
is  also  said  to  have  lost  all  but  one  of  the 
border  crossings  to  Turkey  it  once  held,  as 
well  as  its  headquarters  in  the  rebel-held 
half  of  Aleppo,  Syria’s  biggest  city. 

isis  is  also  under  fire  in  neighbouring 
Iraq.  Exploiting  the  simmering  resentment 
among  minority  Sunnis  in  the  country’s 
north  and  west  against  the  Shia-domin- 
ated  Iraqi  government  in  Baghdad,  isis  on 
January  3rd  seized  parts  of  Falluja  and  Ra- 
madi,  the  main  cities  of  Anbar  province, 
which  abuts  Syria  (see  our  map  on  next 
page).  But  this  bold  move  may  have  played 
into  the  hands  of  Iraq’s  prime  minister, 
Nuri  al-Maliki. 

Despite  a  year  of  unrest  in  Sunni  areas 
and  an  intensified  campaign  of  al-Oaeda 
bombs,  Mr  Maliki  has  shied  so  far  from 
sending  his  Shia-dominated  army  into 
full-on  combat.  Now  he  has  an  excuse,  as 
well  as  support  from  America  which  has 
promised  to  speed  up  its  arms  supplies, 
and  also  from  remnants  of  the  Sahwa,  or 
awakening,  a  movement  of  Sunni  tribes- 
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men  who  turned  against  al-Oaeda  to  fight 
alongside  the  Americans  in  2008.  In  antici¬ 
pation  of  an  army  assault  on  Falluja,  some 
13,000  families  have  fled  the  city,  says  the 
Iraqi  Red  Crescent. 

isis  may  have  spread  itself  too  thin  by 
moving  fighters  from  Syria  to  Iraq.  Yet,  if 
some  reports  prove  credible,  the  group  has 
opened  a  third  Levantine  front-in  Leba¬ 
non.  In  unverified  recordings,  isis  claimed 
responsibility  for  a  car  bomb  on  January 
2nd  which  targeted  loyalists  to  Hizbullah, 
the  Shia  movement  that  backs  Syria’s  re¬ 
gime.  This  was  the  latest  in  a  growing  list  of 
tit-for-tat  exchanges  between  Lebanese 
groups  aligned  with  opposing  sides  in  Syr¬ 
ia’s  civil  war. 

As  horrid  as  each  other 

Weakened  central  control  in  Syria  and  Iraq 
has  opened  space  for  isis’s  brand  of  ex¬ 
tremism,  and  the  sectarian  politics  of  both 
Mr  Maliki  and  Bashar  Assad’s  Syrian  re¬ 
gime  have  prompted  some  hapless  Sunnis 
to  embrace  the  group.  And  yet  few  actually 
agree  with  its  radical  ideas.  Unlike  other 
Syrian  rebels,  isis  had  its  sights  set  not  on 
capturing  the  capital,  Damascus,  but  on 
creating  its  own  Islamic  state  in  the  area  be¬ 
tween  eastern  Syria  and  north  and  west¬ 
ern  Iraq. 

isis’s  methods,  as  well  as  its  reliance  on 
foreign  fighters,  are  also  unpopular.  Even 
al-Oaeda’s  chief,  Ayman  Zawahiri,  has 
criticised  isis’s  indiscriminate  attacks 
against  Shias  as  well  as  moderate  Sunnis. 

Its  imprisonment  of  scores  of  aid  workers 
and  journalists,  as  well  as  Syrian  activists 
and  minority  Kurds,  Christians  and  Ala- 
wites,  has  tarnished  the  rebel  movement 
as  a  whole,  frightening  off  the  foreign  press 
and  would-be  providers  of  aid,  especially 
from  Western  countries.  The  hostages  may 
be  held  as  an  insurance  policy  against  ►► 
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►  imagined  future  Western  drone  strikes  or 
other  military  actions.  But  many  Syrians 
unsurprisingly  regard  the  tactic  as  evi¬ 
dence  that  isis,  despite  its  fighting  pro¬ 
wess,  has  thereby  bolstered  the  regime,  if  it 
is  not  actively  colluding  with  it. 

Jabhat  al-Nusra,  its  al-Qaeda-linked  ri¬ 
val,  has  offered  to  call  off  clashes  if  isis 
works  under  a  joint  sharia  court.  But  isis 
seems  unlikely  to  back  down.  On  January 
6th  it  killed  50  people  before  surrendering 
its  Aleppo  base;  it  has  set  off  car  bombs 
there  and  elsewhere,  too.  Its  spokesman 
declared  on  January  8th  that  isis  fighters 
were  "hungry  lions  who  drink  blood  and 
eat  bones,  finding  nothing  tastier  than  the 
blood  of  Sahwa”,  a  gibe  that  is  particularly 
insulting  to  other  jihadist  groups. 

A  successful  containment  of  isis  would 
drastically  change  the  dynamic  in  both 
Syria  and  Iraq.  The  group  has  assiduously 
worked  to  worsen  the  sectarian  bitterness 
sweeping  the  region  between  Islam’s  two 
main  sects.  In  Syria  Mr  Assad  has  used  isis 
to  scare  Western  powers  into  viewing  him 
as  the  least  bad  option  for  Syria,  with  poli¬ 
cy  altering  accordingly.  In  Iraq  the  group 
has  helped  to  make  2013  the  bloodiest  year 
since  2008. 

The  clashes  have  also  shown  that  there 
is  life  in  some  of  the  moderate  rebels  who 
were  only  recently  considered  a  spent 
force.  Two  emergent  coalitions,  the  Syrian 


FEW  believed  that  John  Kerry,  the  Ameri¬ 
can  secretary  of  state,  would  manage  to 
haul  the  Israelis  and  Palestinians  back  into 
the  negotiating  room,  let  alone  get  them  to 
discuss  anything  of  substance.  Yet  six 
months  since  talks  began,  he  may  be  able 
to  present,  within  weeks,  a  “framework 
agreement”,  after  which  final  details  must 
be  hammered  out.  Diplomats  who  had 
mocked  his  dogged  prophetic  conviction 
now  sound  shocked  by  his  progress.  Rejec- 
tionists  on  both  sides  who  quietly  pre¬ 
sumed  that  the  process  would  collapse  un¬ 
der  its  own  weight  now  express  alarm. 

Consternation  and  confusion  are  visi¬ 
ble  on  the  faces  of  some  ministers  in  Binya- 
min  Netanyahu’s  Israeli  government.  The 
day  that  its  justice  minister  was  champion¬ 
ing  a  negotiated  two-state  settlement  at  Je¬ 
rusalem’s  Hebrew  University,  its  trade 
minister  was  damning  it  at  Tel  Aviv’s.  No 
sooner  had  the  foreign  minister  called  for 
moving  Israel’s  Arab  citizens  into  a  Pales¬ 
tinian  state  as  part  of  a  land-swap,  than  the 


Revolutionaries’  Front  and  al-Mujahideen, 
are  now  fighting  alongside  the  more  de¬ 
vout  Islamist  Front  and  Jabhat  al-Nusra. 
Some  groups  engaged  against  isis  appear 
to  be  backed  by  Saudi  Arabia,  an  indica¬ 
tion  that  isis  may  face  foes  increasingly 
well  armed  and  financed. 

But  it  would  take  a  concerted  effort  to 
defeat  isis’s  militias  in  Iraq  or  Syria.  Syria’s 
rebels  are  united  by  little  more  than  shared 
dislike  for  isis.  The  West  has  become  wari¬ 
er  of  getting  involved  in  the  region.  As 
France’s  war  in  Mali  shows,  military  action 
tends  to  suppress  rather  than  eradicate 
groups  benefiting  from  a  power  vacuum 
across  the  region.  But  for  the  first  time  in 
many  months,  most  Syrians  feel  united  in 
satisfaction.  “It’s  early  days,”  says  a 
cheered  rebel  commander  in  the  Turkish 
city  of  Antakva,  near  Syria’s  border.  "But 
this  is  good  news.”  ■ 


interior  minister  made  a  rare  visit  to  a 
northern  Arab  town  to  hail  its  inhabitants 
as  integral  to  Israel’s  body  politic.  Mr  Net¬ 
anyahu,  for  his  part,  floats  above  the  fray. 
“We’re  lacking  a  leader,”  says  Dov  Weis- 
glass,  once  the  close  adviser  of  Ariel  Shar¬ 
on,  the  former  Israeli  prime  minister  who, 
as  The  Economist  went  to  press,  was  on  the 
verge  of  death,  after  six  years  in  a  coma. 

Mr  Kerry’s  methodical  midwifery  may 
be  paying  off.  His  team  of  120,  including 
four  generals,  has  almost  as  great  a  com¬ 
mand  of  detail  as  do  the  Israelis  and  Pales¬ 
tinians.  “What  matters  is  a  settlement,  not 
lots  of  settlements,”  says  Mr  Kerry. 

He  hugs  the  foreign  minister,  Avigdor 
Lieberman,  a  former  firebrand  who  vili¬ 
fied  Palestinians  and  was  cordially  detest¬ 
ed  by  them  in  return,  whereas  his  prede¬ 
cessor.  Hillary  Clinton,  used  to  shun  him. 
Mr  Lieberman  nowadays  praises  Mr  Kerry 
for  bringing  peace  closer  than  ever,  and  has 
turned  the  ten  naysayers  in  his  party’s  par¬ 
liamentary  bloc  into  yes  men.  Yair  Lapid, 


the  finance  minister,  has  come  out  strongly 
in  favour,  bringing  onside  his  19  parliamen¬ 
tarians,  the  second-biggest  party  in  the  120- 
strong  Knesset.  Mr  Kerry’s  people  have 
also  courted  the  black-hatted  Haredint,  or 
ultra-Orthodox.  All  told,  he  has  overseen  a 
remarkable  turnaround.  After  the  election 
at  the  beginning  of  last  year,  a  narrow  ma¬ 
jority  in  the  Knesset  would  have  shied 
from  a  negotiated  two-state  solution.  Now, 
according  to  insiders,  its  members  stand 
85-35  or  so  in  its  favour. 

That  should  give  Mr  Netanyahu  room 
to  move.  But  he  is  a  party  man.  loth  to  leave 
the  rejectionist  Likud  movement  in  which 
he  was  raised,  whereas  Mr  Sharon,  after 
deciding  against  the  wishes  of  most  of  his 
fellow  Likudniks  to  evacuate  the  Gaza 
Strip  in  2005,  simply  set  up  a  new  party  of 
his  own.  Mr  Netanyahu  remembers  that 
his  own  coalition  toppled  him  when  he 
signed  an  agreement  at  Wye  River  in  1998 
to  withdraw  from  territory.  In  his  own  eyes 
he  moved  dangerously  far  four  years  ago, 
when,  in  a  speech  at  Bar  Ilan  University,  he 
flouted  his  party’s  charter,  which  still  pro¬ 
motes  the  vision  of  a  Greater  Israel,  by  em¬ 
bracing  a  two-state  solution  in  principle. 

In  any  event,  if  Mr  Netanyahu  is  to  be¬ 
gin  negotiating  in  earnest,  he  still  has  a 
long  way  to  go.  A  framework  agreement 
would  be  only  a  stepping  stone,  albeit  a  big 
one,  to  a  final  settlement. 

At  a  Likud  parliamentary  caucus  on 
January  6th,  he  sought  to  quieten  his  rest¬ 
less  flock  by  insisting  Israel  must  keep  the 
holy  sites  of  Hebron,  the  West  Bank's  larg¬ 
est  city,  along  with  strategic  heights  such  as 
Beit  Aryeh,  overlooking  Israel’s  main  air¬ 
port,  and  low  places  such  as  the  Jordan  Val¬ 
ley.  Of  the  settlement  blocs  that  must  stay 
within  Israel  after  a  border  adjustment,  he 
now  also  includes  Beit  El,  deep  in  the  West 
Bank,  looming  above  Ramallah,  the  Pales¬ 
tinians’  current  seat  of  government. 

Mr  Netanyahu  moves  only  when  cor¬ 
nered.  says  Aluf  Benn,  editor  of  Israel’s 
leading  liberal  newspaper.  Haaretz.  Mr 
Kerry  has  made  it  harder  for  Israel’s  prime 
minister  to  say  no  by  proposing  that  any  Is¬ 
raeli  withdrawal  front  the  West  Bank 
would  be  a  slow  process,  to  be  completed 
long  after  Mr  Netanyahu  is  likely  to  have 
left  office:  perhaps  five  years  to  prepare  for 
a  military  withdrawal,  ten  for  a  final  ad¬ 
ministrative  handover  to  the  Palestinians. 
American-led  monitors  will  provide  fur¬ 
ther  guarantees,  much  as  they  have  helped 
keep  Egyptian  and  Israeli  forces  apart  in 
the  Sinai  peninsula.  Land  swaps  should 
ease  the  pain  of  withdrawing  from  the  set¬ 
tlements,  enabling  Israel  to  retain  the  larg¬ 
est,  such  as  Modiin  llit,  now  home  to 
65,000  ultra-Orthodox  Jews,  whose  high 
birth  rate  ups  that  number  by  3,000  a  year. 

Israel  is  also  being  nudged  along  by  the 
growing  threats  of  an  international  boy¬ 
cott.  Had  its  government  not  yielded  when 
the  eu  insisted  that  Israeli  institutions  in 


Israel  and  Palestine 

He  may  be  getting  somewhere,  after  all 


JERUSALEM 

John  Kerry  may  be  gradually  persuading  enough  Israeli  right-wingers  that  a 
Palestinian  state  is  worth  striving  for 
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the  occupied  West  Bank  would  have  to  be 
excluded  from  certain  joint  research  pro¬ 
grammes,  Israeli  students  might  have  lost 
their  access  to  European  universities,  Tzipi 
Livni,  Israel’s  chief  negotiator,  recently  told 
an  audience  at  the  Hebrew  University. 

A  threatened  right-wing  Israeli  back¬ 
lash,  by  contrast,  has  so  far  looked  relative¬ 
ly  tame.  An  American  framework  based 
on  the  1967  border  between  Israel  and  the 
West  Bank  might  yet  force  Naftali  Bennett, 
head  of  the  Jewish  Home,  which  has  12 
seats  in  the  Knesset  and  flatly  rejects  a  Pal¬ 
estinian  state,  to  leave  the  coalition.  But  Mr 
Bennett  worries  that  if  he  did,  Mr  Netanya¬ 
hu  might  be  freer  to  lurch  further  left. 

More  worrying  for  Mr  Netanyahu  is  the 
prospect  that  if  Mr  Bennett  went,  he  might 
take  most  of  the  prime  minister’s  own  Li¬ 
kud  with  him.  Thanks  to  a  huge  influx  of 
settlers  into  its  ranks,  they  hold  sway  in 
choosing  candidates  for  the  party  list.  Ju¬ 
nior  Likudniks  have  begun  trying  to  pass 
laws  to  prevent  him  from  ceding  territory. 

Back  in  1995  the  settlers  were  saved-in 
the  short  run,  anyway-by  the  assassin’s 
bullet  that  killed  Yitzhak  Rabin,  when,  as 
prime  minister,  he  seemed  determined  to 
give  the  Palestinians  a  state.  This  time  sal¬ 
vation  could  come  from  the  Palestinians 
themselves.  They  complain  that  the  goal¬ 
posts  are  constantly  shifting  against  them 
and  that  their  sovereignty  over  the  state 
being  proposed  is  being  whittled  away. 
Many  say  the  idea  of  a  framework  agree¬ 


ment  is  another  ploy  to  drag  the  negotia¬ 
tions  on  for  another  year,  giving  Mr  Netan¬ 
yahu  more  time  to  bolster  the  settlements 
and  then  stick  to  the  hated  status  quo. 

Mr  Kerry  has  refused  to  talk  to  the  Pales¬ 
tinians’  main  Islamist  movement,  Hamas, 
which  still  runs  Gaza  and  dismisses  the  ne¬ 
gotiations  as  worthless.  But  many  in  their 
more  emollient  and  secular  movement, 
led  by  Mahmoud  Abbas,  are  scarcely  less 
suspicious,  and  are  instead  honing  plans  to 
prosecute  Israel  in  international  courts  and 
increase  its  isolation.  It  would  be  the  ulti¬ 
mate  irony  if  Mr  Netanyahu  were  finally  to 
persuade  enough  of  his  fellow  right-wing¬ 
ers  to  embrace  a  two-state  solution-only 
to  see  it  rejected  as  inadequate  even  by  the 
milder  of  the  Palestinians.  ■ 


Egypt  and  its  referendum 

Back  to  the  bad 
habits  of  the  past? 

CAIRO 

A  military-backed  government  forges 
ahead,  with  elections  in  the  offing 

SIX  months  after  a  populist  coup  toppled 
Muhammad  Morsi,  their  first  freely 
elected  president,  Egyptians  are  again 
heading  to  the  polls.  Their  choice  is  a  sim¬ 
ple  yes  or  no.  Should  the  referendum  that 
concludes  on  January  15th  endorse  a  new¬ 
ly  drafted  constitution,  as  is  widely  expect¬ 
ed,  presidential  and  parliamentary  elec¬ 
tions  will  follow,  probably  in  that  order.  By 
early  summer,  Egypt  could  reach  the  end 
of  the  “road  map”  laid  out  by  its  current 
military-backed  regime,  and  realise  at  last 
the  dream  of  a  stable  democracy  that  in¬ 
spired  its  revolution  in  January  2011.  Such 
is  the  scenario  rosily  painted  by  Egypt’s 
now  nearly  monochrome  media. 

But  things  are  not  so  simple.  A  majority 
probably  supports  the  country’s  present 
rulers,  or  at  any  rate  is  exhausted  by  three 
years  of  turbulence  and  yearns  for  calm  at 
any  price.  Though  Mr  Morsi’s  Muslim 
Brotherhood  will  angrily  reject  the  very 
notion  of  a  referendum,  some  Islamists, 
notably  the  leading  lights  of  the  al-Azhar 
mosque  and  university  in  Cairo,  are  pro¬ 
moting  a  yes  vote.  So  does  the  Salafist 
Nour  party,  though  it  espouses  a  more  pu¬ 
ritanical  version  of  Islam  than  does  the 
Brotherhood.  Egypt  remains  starkly  polar¬ 
ised,  tense  and  embittered. 

For  the  Islamists  who  backed  Mr  Morsi, 
the  reasons  are  plain.  Just  a  year  ago,  fol¬ 
lowing  their  victories  in  parliamentary 
and  presidential  elections,  they  seemed 
poised  to  assert  full  control  over  the  most 
populous  and  pivotal  Arab  state.  Now, 
after  waves  of  mass  arrests  and  successive, 
brutal  police  actions  that  have  left  hun¬ 
dreds  killed,  the  Brotherhood  has  been 


chased  underground. 

At  least  the  top  two  tiers  of  its  tightly 
disciplined  command  structure-close  to 
1,000  men  from  a  total  membership  of  per¬ 
haps  as  many  as  500,000-are  now  in  pri¬ 
son  or  exile.  Dozens  of  senior  leaders,  in¬ 
cluding  Mr  Morsi,  face  trial  and  long 
sentences  on  charges  ranging  from  murder 
to  espionage.  More  than  700  have  had 
their  personal  assets  frozen,  impoverish¬ 
ing  their  families,  while  the  state  has  taken 
control  of  more  than  1,000  Brotherhood- 
affiliated  schools  and  charities. 

But  the  vengeful  return  of  the  security 
apparatus  that  dominated  Egypt  for  60 
years  before  the  revolution  is  casting  wider 
fears.  As  before,  the  police,  the  public  pros¬ 
ecution  service,  the  courts  and  the  state- 
owned  or  -influenced  media  are  again 
working  in  lockstep  to  silence  or  discredit 
the  regime’s  critics.  A  particular  target,  of 
late,  has  been  the  non-Islamist  youth  activ¬ 
ists  most  responsible  for  instigating  the 
uprising  three  years  ago. 

Not  only  have  half  a  dozen  prominent 
revolutionaries  been  jailed  or  sent  to  trial 
on  flimsy  charges.  With  few,  notable  excep¬ 
tions,  Egypt’s  press  has  taken  to  picturing 
last  year’s  heroes  as  today’s  enemies  of  the 
state.  One  “patriotic”  private  television 
channel  has  aired  intercepted  phone  calls 
between  well-known  activists.  Though 
the  conversations  revealed  nothing  nefar¬ 
ious,  the  fact  that  the  tapes  could  have 
been  supplied  only  by  security  agencies 
has  fuelled  concern  of  a  return  to  wide¬ 
spread  government  eavesdropping. 

This  is  precisely  the  point,  says  Bassem 
Youssef,  a  popular  satirist  whose  ridicule 
undermined  Mr  Morsi  but  has  not  been 
tolerated  by  the  current  regime,  either.  Peo¬ 
ple  may  laugh  at  clumsy  attempts  to  de¬ 
fame  dissidents,  he  argued  in  a  recent  col¬ 
umn,  just  as  people  laugh  at  overzealous 
efforts  to  hunt  out  Brotherhood  “symbols” 
in  schoolbooks  or  in  an  advertisement  fea¬ 
turing  finger-puppets.  But  the  very  absur¬ 
dity  of  the  witch  hunt  helps  generate  fears 
of  state  power. 

Don’t  make  the  same  mistake 

Just  as  Mr  Morsi  frittered  away  his  initial 
popularity  by  riding  roughshod  over  secu¬ 
lar  critics,  so  Egypt’s  current  regime  risks 
losing  much  of  its  support  by  overplaying 
its  hand.  Yet  to  the  dismay  of  liberals,  in¬ 
cluding  an  outnumbered  few  inside 
Egypt’s  government  who  have  argued  for 
conciliation  and  restraint,  the  Brotherhood 
and  its  allies  keep  handing  pretexts  to  the 
regime’s  powerful  “eradicationist”  faction. 

Obstinately  refusing  to  accept  their  fall 
from  grace,  the  Brotherhood  and  its  sup¬ 
porters  continue  to  stage  daily  protests. 
Though  mostly  peaceful,  the  disruptions 
breed  more  resentment  than  sympathy. 
They  have  also  been  punctuated  by  vio¬ 
lence,  generally  aimed  at  security  installa¬ 
tions,  such  as  a  bomb  in  the  Nile  Delta  city  ►► 
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South  Africa 

Family  feuds 

JOHANNESBURG 

A  row  over  Nelson  Mandela’s  will  threatens  to  besmirch  his  memory 


DURING  their  patriarch’s  long  illness, 
the  progeny  of  Nelson  Mandela 
fought  bitterly  with  each  other  in  what 
seemed  like  an  attempt  to  show  just  how 
far  apples  can  fall  from  a  tree.  With  the 
contents  of  Mr  Mandela’s  last  will  and 
testament  due  to  be  revealed  soon,  a 
renewed  and  ugly  round  of  hostilities 
awaits. 

The  feuds  have  disgusted  many  South 
Africans,  as  has  the  commercialisation  of 
the  Mandela  name  by  some  of  the  for¬ 
mer  president’s  children  and  grand¬ 
children.  There  are  Mandela-themed 
clothing  lines,  a  trashy  reality  show  on 
television  and-among  other  things-a 
range  of  Mandela-branded  wines. 

After  a  barrage  of  public  criticism, 
Mandela’s  daughters  Makaziwe  and 
Zenani  dropped  a  court  action  to  wrest 
control  of  a  family  trust  with  an  estimat¬ 
ed  $2.4m  in  royalties  from  artworks 
featuring  the  Mandela  handprint.  But 
some  other  members  of  Mandela’s  ex¬ 
tensive  family  have  insisted  that  they  too 
have  a  right  to  capitalise  on  his  name, 
exploited  by  so  many  others. 

Further  complicating  matters  is  the 
question  of  who  is  the  family’s  leader 
now.  The  answer  could  affect  how  mon¬ 
ey  and  property  are  divided.  While  el¬ 
ders  of  the  Thembu,  a  subgroup  of  Man¬ 
dela’s  Xhosa  people,  say  that  a  grandson, 
Mandla  Mandela,  is  the  rightful  heir  to 
the  family  leadership,  the  late  president’s 
former  wife,  Winnie  Madikizela-Man- 
dela,  has  given  her  backing  to  Makaziwe, 
the  eldest  surviving  child  and  daughter 
of  Evelyn,  Nelson’s  first  wife,  who  di¬ 
vorced  him.  Mandela’s  widow  Graca 
Machel  has  for  the  most  part  stayed  clear 
of  these  rows. 

Mandla  and  Makaziwe  have  been  at 
the  centre  of  particularly  bitter  disputes 
in  the  past  few  years,  most  notably  over 
the  exhumation  of  bodies,  including  that 
of  one  of  Mandela’s  sons,  from  a  family 
burial  plot.  More  recently  there  been 


accusations  of  locks  being  changed  and 
family  members  ejected  from  Mandela’s 
rural  villa  in  the  Eastern  Cape  and  his 
house  in  Houghton,  a  prosperous  suburb 
of  Johannesburg  where  he  died.  One 
report  described  two  of  his  daughters 
arguing-when  he  was  still  alive  and  in 
earshot-over  who  would  inherit  his 
furniture. 

It  seems  that  Mandela  presciently 
foresaw  squabbling  within  his  family,  so 
put  trusted  friends,  including  George 
Bizos,  a  prominent  human-rights  lawyer, 
in  charge  of  his  trusts  and  made  them 
executors  of  his  will.  Mr  Bizos,  who  has 
attempted  to  calm  the  family  feuds,  has 
described  the  will  as  “a  sacred  docu¬ 
ment”.  But  in  a  possible  foreshadowing 
of  more  quarrels  to  come,  Mandela’s 
daughters  are  said  to  have  hinted  that 
they  could  challenge  the  will  by  arguing 
that  it  was  drafted  when  their  father  was 
losing  his  mental  faculties. 


A  great  man's  unquiet  grave 


►  of  Mansoura  on  December  24th  that  killed 
16  people.  In  response  to  that  attack, 
Egypt’s  cabinet  officially  declared  the 
movement  to  be  a  banned  terrorist  organi¬ 
sation,  despite  a  notable  lack  of  evidence 
and  a  more  credible  claim  of  responsibility 
from  a  jihadist  group  implicated  in  previ¬ 
ous  bombings. 

The  drumbeat  of  violence,  accompa¬ 
nied  in  Egypt’s  media  by  fawning  praise 
for  the  forces  of  order,  inspires  yearnings 
among  many  for  the  emergence  of  an  au¬ 
thority  figure,  not  unlike  past  presidents- 
for-life.  General  Abdel  Fattah  al-Sisi,  the 
army  chief  who  led  the  coup,  has  so  far 
shied  from  declaring  whether  he  will  run 
for  president.  But  such  is  Egypt’s  political 
disarray  that  the  soft-spoken  general  might 
well  consider  that  this  is  the  time  to  take 
command  from  the  front,  rather  than  from 
the  rear.  ■ 


Rural  decline  in  Iran 

Nothing  idyllic 


ESMAIIAN 

The  rural  poor  want  a  nuclear  deal  just 
as  much  as  city-dwellers  do 

IN  A  village  orchard  on  the  fringe  of  the 
Lut  desert  in  south-eastern  Iran,  Shah 
Banu  Esma  Ilani  (literally,  the  Oueen  of 
Esma  Ilan)  plucks  pistachios  from  a  huge 
tree  and  puts  them  in  a  pouch  in  her  tunic. 
A  qanat,  a  trench  that  occasionally  brings 
water  from  aquifers  beneath  mountains 
hundreds  of  miles  away,  cuts  across  her 
land  but  is  bone-dry.  Her  little  village  is 
nearly  empty  of  people.  In  the  past  two  de¬ 
cades,  three-quarters  of  them  have  left  for 
work  hundreds  of  kilometres  away  in  Teh¬ 
ran,  the  capital,  or  Isfahan,  a  bit  closer. 
“These  are  heart-wrenching  times,”  says 
Shah  Banu.  “We  don’t  have  enough  water 
for  our  people  to  stay  here.  They  leave  be¬ 
cause  the  government  has  forgotten  about 
us.  The  more  people  leave,  the  more  the 
government  forgets  about  us.” 

It  is  a  tale  that  can  be  told  in  many  vil¬ 
lages  in  Iran’s  vast  semi-arid  swathes.  Poor 
administration  and  global  warming  have 
imperilled  many  of  them.  The  qanat  net¬ 
work,  created  three  millennia  ago  to  irri¬ 
gate  ancient  Persia,  has  long  been  neglect¬ 
ed.  Ground  and  river  water  is  often 
diverted  to  industrial  farms  from  the  qa- 
nats,  which  local  government  have  less  in¬ 
centive  to  maintain  as  urbanisation 
spreads  apace.  Shah  Banu  says  that  broken 
qanat s  have  cut  her  harvest  by  70%  in  20 
years.  President  Hassan  Rohani  has  sub¬ 
mitted  a  draft  austerity  budget  that  aims  to 
lop  a  third  off  infrastructure  spending  and 
to  squeeze  inflation,  now  running  at  36%  a 
year  by  an  official  count.  Some  mps  in  rural 


constituencies  have  resigned  in  protest. 
But  they  have  been  denounced  in  the  hard¬ 
line  bits  of  the  press  for  inciting  “mob  de¬ 
mocracy  to  please  the  enemies  of  the  revo¬ 
lution.”  The  new  government  has 
appealed  to  them  to  return  to  parliament 
to  hammer  out  a  final  budget. 

Some  of  these  rural  mps  note  grimly 
that  the  draft  budget,  whose  final  version 
will  come  into  effect  in  March,  proposes  to 
allocate  more  to  the  Revolutionary  Guard, 
the  police  and  the  intelligence  ministry,  de¬ 


spite  Mr  Rohani’s  campaign  promises  to 
tackle  the  “suffocating  security  atmo¬ 
sphere”  that  has  pervaded  the  country. 

Most  ordinary  Iranians,  in  big  cities  and 
remote  villages  alike,  look  to  Mr  Rohani’s 
government  to  clinch  a  deal  with  the  West 
over  Iran’s  disputed  nuclear  programme 
which  has  led  to  the  economic  sanctions 
now  biting  so  hard,  especially  against  the 
poor.  “We  should  have  nuclear  power,” 
says  Shah  Banu.  “But  we  also  want  to  live 
as  we  did  before.”  ■ 


43 


Mfl 


jmm 


Also  in  this  section 


44  Angela  Merkel's  pelvis 


44  Balkan  politics 


45  Latvia's  government 


45  Italian  politics 


46  Charlemagne:  Aegean  stables 


For  daily  analysis  and  debate  on  Europe,  visit 

Economist.com/europe 


France 


Francois  Hollande,  liberal? 


PARIS 


The  French  president  promises  serious  supply-side  reforms-again 


BLINK  and  you  will  have  missed  it. 

France’s  Socialist  president,  Francois 
Hollande,  who  was  elected  in  2012  to  bring 
an  end  to  austerity  and  to  tax  the  rich,  has 
turned  into  a  liberal.  Or  at  least  a  social-lib¬ 
eral.  This  term,  in  the  lexicon  of  the  French 
left  (and  much  of  the  right),  means  believ¬ 
ing  in  a  low-tax,  low-public-spending  doc¬ 
trine  and  is  hence  a  political  insult.  Yet 
such  seems  to  be  the  general  conclusion 
after  Mr  Hollande’s  televised  new  year’s 
address  on  December  31st,  which  took  the 
French  public  by  surprise. 

Three  points  stand  out  from  Mr  Hol¬ 
lande’s  short  message,  which  he  will  now 
spell  out  in  a  series  of  speeches.  The  first  is 
a  confession  that  he  underestimated  the 
depth  of  the  recession.  Voters  have  be¬ 
come  exasperated  by  his  mix  of  defiant  op¬ 
timism  and  disingenuity.  He  claimed  a 
year  ago  that  the  euro-zone  crisis  was  “be¬ 
hind  us”,  and  his  government  stuck  for 
months  to  exaggerated  growth  forecasts. 
Most  irritating  of  all  to  voters,  Mr  Hollande 
claimed  that  unemployment  would  drop 
by  the  end  of  2013;  when  this  looked  ab¬ 
surdly  unrealistic,  he  vowed  instead  to  “in¬ 
vert  the  trend”,  a  semantic  contortion  by 
which  he  meant  stopping  the  total  rising, 
something  that  has  yet  to  happen  either.  A 
little  less  denial  and  a  healthy  dose  of  real¬ 
ism  may  thus  be  welcome. 

A  second  point  is  Mr  Hollande’s  unam¬ 
biguous  statement  that  taxation  in  France 
has  become  “too  heavy”,  and  that  this  is 


deterring  job  creation.  At  over  45%  of  gdp, 
France’s  tax  take  stands  with  Belgium’s  as 
the  highest  in  the  euro  zone.  For  most  of 
the  French  left  and  a  chunk  of  the  right, 
high  taxes  are  a  hallmark  of  a  decent  soci¬ 
ety  that  puts  fairness  before  profit,  and 
public  services  before  business.  Mr  Hol¬ 
lande  famously  promised  during  his  elec¬ 
tion  campaign  to  slap  a  75%  top  income-tax 
rate  on  the  rich-yet  his  government 
vowed  that  nine  out  of  ten  households 
would  not  be  touched  by  tax  increases. 

In  the  event,  the  75%  tax  was  thrown 
out  by  the  Constitutional  Council  (compa¬ 
nies  themselves  must  now  pay  it  in  payroll 
charges  for  high  earners  instead).  And,  to 
the  fury  of  the  squeezed  middle,  most  or¬ 
dinary  people  have  seen  their  tax  bills  rise. 
Now  Mr  Hollande  seems  to  concede  that 
this  is  cramping  the  economy.  He  wants  a 
new  “responsibility  pact”  with  business: 
lower  charges  on  workers,  fewer  con¬ 
straints  on  business  activity  and,  in  return, 
more  hiring. 

A  third  novelty  is  Mr  Hollande’s  blunt 
promise  “to  cut  public  spending”.  He  now 
says  the  state  has  become  “too  heavy,  too 
slow,  too  costly”.  The  surprise  here  is  that 
he  is  making  his  case  not  merely  on 
grounds  of  deficit-reduction.  He  also  said 
he  wanted  to  eliminate  welfare  “abuse”, 
usually  a  hobby-horse  for  the  right,  and  ar¬ 
gued  that  the  point  of  spending  cuts  was 
“in  time,  to  lower  taxes”. 

For  French  Socialists,  this  is  close  to  her¬ 


esy.  Most  of  them,  either  stunned  or  fore¬ 
warned,  seemed  speechless.  But  Delphine 
Batho,  one  former  minister,  denounced  Mr 
Hollande’s  message  as  an  “ideological 
turning-point”,  that  would  lead  to  the  “im¬ 
poverishment  of  the  state”.  Pierre  Laurent, 
the  Communist  Party  leader,  accused  Mr 
Hollande  of  “betrayal”. 

It  is  a  measure  of  how  new  this  tone  is 
that  the  French  right,  too,  was  caught  off 
guard.  “Go  on  then!”  urged  Valerie  Pe- 
cresse,  a  former  budget  minister.  Medef, 
the  business  body,  welcomed  Mr  Hol¬ 
lande’s  idea  of  a  pact,  vowing  that  lm  new 
jobs  could  be  created.  Bruno  Jeudy,  a  col¬ 
umnist,  compared  Mr  Hollande’s  “social- 
liberal  realism”  to  that  of  Britain’s  Tony 
Blair  and  Germany’s  Gerhard  Schroder.  “Is 
there  anything  Socialist  left  in  him?”  asked 
Le  Monde,  a  left-leaning  newspaper. 

For  now,  Mr  Hollande’s  plans  are  short 
on  detail.  Much  will  depend  on  how  far  he 
intends  to  push  his  new  vision.  He  says  he 
will  bypass  parliament  and  use  decrees  if 
necessary.  But  if  he  is  serious  about  lower¬ 
ing  charges  on  business,  he  also  needs  to 
make  serious  spending  cuts.  These  are  al¬ 
ways  harder  than  tax  rises,  all  the  more  so  ►► 

I  Falling  behind 
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►  given  that  France  faces  two  elections  this 
year-for  local  councils  in  March  and  to  the 
European  Parliament  in  May-and  with  Mr 
Hollande’s  popularity  at  a  record  low.  As  it 
is,  “cuts”  in  the  2014  budget  amount  only  to 
“savings  from  more  moderate  spending  in¬ 
creases,”  says  Philippe  Marini,  head  of  the 
Senate  finance  committee. 

Nor  will  growth  come  to  Mr  Hollande’s 
rescue.  Despite  an  upturn  in  much  of  Eu¬ 
rope,  France  is  still  weak.  Unemployment 
edged  up  in  November,  even  after  a  boost 
from  publicly  subsidised  jobs.  The  pur¬ 
chasing  managers’  index  fell  in  December 
for  a  third  month  in  a  row.  In  the  fourth 
quarter  of  2013  zero  growth  “cannot  be 
ruled  out”,  says  Bruno  Cavalier  of  Oddo 
Securities.  And  for  2014  the  European 
Commission  forecasts  just  0.9%  gdp 
growth  in  France,  against  1.7%  in  Germany 
and  2.2%  in  Britain.  The  December  Euro 
Plus  Monitor  from  the  Lisbon  Council,  a 
Brussels-based  think-tank,  notes  that 
France  is  the  only  big  European  economy 
beset  by  serious  problems  not  to  have  tak¬ 
en  bold  steps  towards  reform. 

For  all  the  talk  of  a  new  Mr  Hollande, 
this  is  not  the  first  time  he  has  embraced 
supply-side  economics.  The  political  son 
of  Jacques  Delors,  a  moderate  Socialist,  Mr 
Hollande  invented  in  2012  a  complex  tax 
credit  for  firms  designed  to  lower  payroll 
charges  by  up  to  6%.  And  he  said  then  that 
the  French  state  must  “do  better  by  spend¬ 


ing  less”.  His  finance  minister,  Pierre  Mos- 
covici,  even  claimed  that  this  marked  a 
“Copernican  revolution”.  Yet  this  ap¬ 
proach  has  been  counterbalanced  by  extra 
taxes  elsewhere,  including  higher  health¬ 
care  contributions.  This  dizzying  fiscal  zig¬ 
zag  has  added  to  uncertainty  at  a  time 
when  business  needs  stability  to  start  in¬ 
vesting  and  hiring  again.  The  new  year’s 
words  seem  encouraging.  But  this  time 
will  Mr  Hollande  stick  to  them?  ■ 


Balkan  politics 

Serbian 

shenanigans 

BELGRADE 

The  politicians  fight  each  other,  instead 
of  celebrating  EU  accession  talks 

WERE  Shakespeare  living  today,  he 
might  find  a  source  of  inspiration  in 
Serbia.  Old  enemies  shake  hands,  former 
friends  stab  each  other  in  the  back,  unnatu¬ 
ral  political  alliances  are  hatched  and  jail 
beckons  many  who  recently  prospered.  In 
such  a  fevered  atmosphere  this  month 
promises  to  be  crucial.  Both  main  political 
parties  are  holding  meetings  that  will  set 
the  year’s  agenda-and  should  end  specu¬ 
lation  about  early  elections. 


It  ought  to  be  a  time  of  quiet  satisfac¬ 
tion.  On  January  21st  Serbia  will  formally 
begin  accession  talks  with  the  European 
Union-no  mean  achievement.  One  rea¬ 
son  Serbia  has  got  so  far  is  the  good  pro¬ 
gress  in  EU-sponsored  talks  with  Kosovo, 
which  declared  independence  from  Serbia 
in  2008.  For  this,  Ivica  Dacic  and  Hashim 
Thaci,  the  two  prime  ministers,  have  been 
nominated  for  a  Nobel  peace  prize  by 
some  American  congressmen.  But  few  are 
celebrating  in  Serbia,  distracted  by  a  virtu¬ 
al  war  that  has  been  raging  at  the  top  level 
of  politics. 

Everyday  the  news  is  dominated  by  the 
question  of  if  and  when  there  will  be  an 
election.  The  previous  one,  in  2012,  saw  the 
triumph  of  the  new  Serbian  Progressive 
Party  (sns)  led  by  Tomislav  Nikolic,  who  is 
now  the  country’s  president.  Despite  deni¬ 
als,  he  is  engaged  in  a  bitter  conflict  with 
Aleksandar  Vucic,  the  deputy  prime  minis¬ 
ter  and  current  sns  leader. 

At  the  party  conference  on  January  25th 
Mr  Vucic  will  purge  the  party  of  Nikolic 
supporters.  Then  he  hopes  to  call  an  elec¬ 
tion  and,  on  winning,  place  his  own  loyal¬ 
ists  in  positions  of  power.  “He  wants  fast 
reforms,  but  they  will  be  painful,”  says 
Braca  Grubacic,  a  senior  sns  member. 
With  a  69%  approval  rating,  there  is  little 
doubt  that  Mr  Vucic  would  lead  the  sns  to 
another  victory  in  an  early  vote. 

One  of  his  goals  is  to  tackle  loss-mak¬ 
ing,  debt-crippled,  state-subsidised  com¬ 
panies  that  serve  in  many  cases  as  a  substi¬ 
tute  social  service  to  keep  as  many  as 
60,000  workers  off  the  unemployment 
rolls.  They  and  their  directors,  mostly  polit¬ 
ical  appointees,  says  Mr  Grubacic,  are  for¬ 
tunate,  “like  pigs  lying  in  warm  mud.”  The 
problem  is  that,  in  a  stagnating  economy,, 
the  money  to  keep  these  enterprises  going 
has  run  out. 

Many  are  run  not  by  sns  members  but 
by  members  of  the  Democratic  Party  (ds), 
which  was  in  power  until  2012,  or  by  Mr 
Dacic’s  small  Socialist  Party,  which  was  in 
coalition  with  ds  before  switching  to  the 
sns  (enabling  Mr  Dacic  to  grab  the  pre¬ 
miership).  In  the  Balkans  political  patron¬ 
age  means  power,  money  and  votes.  So  Mr 
Dacic  is  against  an  early  election  that 
would  almost  certainly  see  him  replaced 
by  Mr  Vucic.  The  ds,  which  holds  its  own 
party  meeting  on  January  18th,  is  also  keen 
to  avoid  an  election,  after  being  humiliated 
in  three  local  polls  in  December. 

Dragan  Djilas,  leader  of  the  ds,  is  fight¬ 
ing  attempts  by  a  former  president,  Boris 
Tadic,  and  by  an  ex-defence  minister  to 
take  over  his  party.  All  this  is  ill-timed,  says 
an  official  who  is  resigned  to  many  years 
of  opposition.  Now  he  says,  fighting  to  lead 
the  party  “is  like  fighting  for  a  cabin  on  the 
Titanic.”  Since  the  ds  lost  power  in  2012, 
some  57  senior  party  members  have  been 
arrested  for  corruption  during  their  time  in 
office.  ■ 


Angela  Merkel's  pelvis 


Dangerous  even  at  low  speed 


BERLIN 


The  German  chancellor’s  new  year  starts  with  a  pain  in  the  backside 


A  NGELA  MERKEL,  the  German  chan- 
-/xcellor,  and  her  husband,  Joachim 
Sauer,  usually  spend  their  Christmas 
holidays  in  Pontresina,  a  Swiss  hamlet 
near  St  Moritz.  She  likes  to  go  cross-coun¬ 
try  skiing  in  the  mornings-“we  assume 
low  speed,”  her  spokesman,  Steffen 
Seibert  joked  this  week.  Nonetheless,  she 
slipped  and  it  hurt.  Thinking  it  a  mere 
bruise,  the  chancellor  flew  back  to  Berlin 
to  give  her  new-year  address.  But  the 
pain  grew,  and  an  x-ray  on  January  3rd 
revealed  a  partial  fracture  in  her  left 
ilium,  the  large  bone  of  the  pelvis. 

Her  plight  has  earned  her  sympathy, 
but  it  will  change  little.  Plans  to  meet  the 
prime  ministers  of  Poland  and  Luxem¬ 
bourg  were  scrapped.  But  Mrs  Merkel 
will  still  run  her  cabinet  and  take  care  of 
business  lying  down.  “Great  empires 
have  been  governed  from  bed,”  said 
Francis  Bacon.  Among  Mrs  Merkel’s 
predecessors,  Konrad  Adenauer  did  it  for 
a  few  weeks  in  1955,  when  he  was  79  and 
had  pneumonia,  as  did  Helmut  Kohl  in 
1995,  after  a  meniscus  operation. 


Meanwhile,  the  fate  of  another  pop¬ 
ular  German  who  had  a  skiing  accident 
over  the  holidays  is  more  serious.  Mi¬ 
chael  Schumacher,  seven-times  Formula 
1  champion  and  connoisseur  of  risky 
sports,  is  comatose  in  a  French  hospital 
after  falling  and  hitting  his  head  just 
before  the  new  year.  He  was  wearing  a 
helmet  with  a  camera-and  apparently 
going  at  the  speed  of  a  “good  skier”. 
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Latvia's  government 

New  currency, 
new  leader 

Latvia’s  president  nominates  Laimdota 
Straujuma  as  prime  minister 

LATVIA  is  used  to  having  a  woman  in  the 
i  top  job.  Vaira  Vike-Freiberga  served  two 
terms  as  president  in  1999-2007  and  is 
widely  seen  as  the  best  head  of  state  since 
Latvia  regained  independence  23  years 
ago.  Now  it  is  set  to  get  another  female 
leader,  this  time  as  head  of  government. 
On  January  6th  Andris  Berzins,  the  presi¬ 
dent,  nominated  Laimdota  Straujuma  as 
the  next  prime  minister. 

Ms  Straujuma,  a  mathematician  and 
former  agriculture  minister,  has  impressed 
those  who  negotiated  with  her  in  Euro¬ 
pean  Union  meetings  by  her  persistent  ef¬ 
forts  to  get  a  good  deal  for  Latvia’s  farmers. 
Although  not  a  member  of  any  party  (she 
joined  the  conservative  Unity  Party,  pre¬ 
sumably  as  a  polite  gesture,  only  on  Janu¬ 
ary  5th),  she  has  been  in  the  running  ever 
since  discussions  over  a  new  prime  minis¬ 
ter  began  after  the  sudden  resignation  of 
Valdis  Dombrovskis  following  a  super¬ 
market  collapse  in  November.  After  Mr 
Berzins  rej  ecte  d  other  candidates  it  was  the 
turn  of  Ms  Straujuma,  who  is  often  com¬ 
pared  to  Germany’s  Angela  Merkel. 

“The  government  should  continue  the 
same  macroeconomic  policy  which  has 
been  implemented  so  far,”  said  Ms  Strau¬ 
juma  after  her  nomination.  However  pain¬ 
ful,  Mr  Dombrovskis’s  austerity  policies  in 
the  wake  of  the  financial  crisis  in  2008-09 
have  led  to  a  strong  recovery.  Latvia’s  econ¬ 
omy  has  steadily  improved  over  the  past 
two  years  and  is  now  growing  at  4%,  faster 
than  any  other  eu  country.  Average  wages 
have  regained  their  level  before  the  crisis. 
Inflation  is  near-zero.  For  the  first  time 
since  2006,  households’  assets  exceed 
their  liabilities. 

Ms  Straujuma  is  backed  by  a  four-party 
coalition  consisting  of  the  Unity  Party,  the 
right-wing  National  Alliance,  the  centre- 
right  Reform  Party  and  the  centrist  Union 
of  Greens  and  Farmers,  currently  an  oppo¬ 
sition  party,  as  well  as  a  few  independent 
mps.  She  is  unlikely  to  use  her  majority  to 
rock  a  boat  that  is  sailing  so  smoothly.  Even 
the  controversial  introduction  of  the  euro 
on  January  1st  has  gone  well.  According  to 
the  latest  Eurobarometer  survey,  Latvians’ 
support  for  the  euro  has  risen  to  53%,  close 
to  the  average  in  the  eu. 

Mr  Dombrovskis’s  government  was 
free  of  the  direct  influence  of  three  oli¬ 
garchs,  who  used  to  wield  political  power 
in  Latvia.  The  parties  associated  with  two 
of  them  were  disbanded  after  the  last  elec¬ 
tion,  but  the  third,  Aivars  Lembergs,  re- 


Straujuma:  Riga's  Angela  Merkel 


mains  mayor  of  Ventspils  and  will  now  be 
back  in  the  game— the  Union  of  Greens 
and  Farmers  is  his  political  vehicle.  Mr 
Lembergs,  one  of  Latvia’s  richest  men,  has 
long  been  on  trial  on  charges  of  money 
laundering  and  abuse  of  office. 

Besides  keeping  a  diverse  coalition  to¬ 
gether,  Ms  Straujuma’s  task  is  to  reform 
health  care  and  education,  says  Pauls 
Raudseps,  founder  of  Ir,  a  weekly  maga¬ 
zine  in  Latvia.  Both  have  been  neglected  in 
the  efforts  to  save  the  country  from  bank¬ 
ruptcy.  The  new  prime  minister  will  not 
have  long  to  make  her  mark:  Latvians  are 
due  to  go  to  the  polls  in  October.  If  Ms 
Straujuma  turns  out  to  be  as  tenacious  as 
Mrs  Merkel,  she  will  fight  to  keep  her  j  ob.  ■ 


Italian  politics 

Left  upset 


ROME 

A  turbulent  time  for  Italy’s  centre-left 

ONE  word  can  make  all  the  difference. 

For  the  Italian  left  it  was  Chi?  (Who?). 
On  January  4th  Matteo  Renzi,  the  new 
leader  of  the  centre-left  Democratic  Party 
(pd),  was  asked  about  a  suggestion  by  the 
deputy  finance  minister  from  the  pd,  Stefa- 
no  Fassina.  “Chi?”  was  his  contemptuous 
reply.  Mr  Fassina  promptly  resigned. 

Thus  began  a  difficult  few  days  for  the 
Italian  left  (Mr  Renzi’s  predecessor,  Pier¬ 
luigi  Bersani,  later  went  to  hospital  after 
suffering  a  cerebral  haemorrhage).  Mr  Fas¬ 
sina  mattered  more  than  most  ministers, 
as  keeper  of  the  pd’s  left-wing  conscience 
and  an  influence  over  the  economic  policy 


of  Enrico  Letta’s  left-right  coalition.  His  de¬ 
parture  reveals  the  tensions  in  the  pd 
caused  by  the  election  of  the  business- 
friendly  Mr  Renzi  in  December. 

Like  many  of  his  generation,  the  38- 
year-old  mayor  of  Florence  despairs  of  Ita¬ 
ly’s  political  establishment.  Ignoring  the 
pd  old  guard  as  well  as  younger  associates 
like  Mr  Fassina,  he  has  formed  an  execu¬ 
tive  composed  entirely  of  his  own  allies. 
Mr  Fassina’s  resignation  was  largely  ideo¬ 
logically  motivated.  But,  as  he  told  an  inter¬ 
viewer,  it  was  also  no  fun  being  in  a  gov¬ 
ernment  under  constant  attack  from  Mr 
Renzi,  leader  of  the  main  party  ostensibly 
supporting  it.  Mr  Fassina’s  suggestion, 
which  prompted  Mr  Renzi’s  caustic  Chi?, 
was  for  a  reshuffle  so  that  some  of  the 
mayor’s  chums  could  find  out  how  hard  it 
is  to  run  a  country. 

Italy  has  a  long  tradition  of  party  lead¬ 
ers  pulling  the  strings  from  outside  the  cab¬ 
inet.  What  is  less  common  is  for  a  party 
leader  to  deliver  almost  daily  lectures  like 
those  Mr  Renzi  has  fired  at  the  government 
since  his  election,  painting  it  as  representa¬ 
tive  of  the  old  way  of  doing  things.  Mr 
Letta,  though  no  grey  beard  at  47,  was  first  a 
minister  in  1998.  His  main  ally,  Angelino 
Alfano,  was  Silvio  Berlusconi’s  right-hand 
man  before  splitting  last  year  from  the  me¬ 
dia  tycoon  to  form  his  own  party,  the  New 
Centre  Right  (ncd). 

Mr  Renzi  wants  to  impose  on  the  ncd  a 
formal  pact,  like  that  underlying  the  grand 
coalition  in  Germany,  but  only  for  12-15 
months.  Its  centrepiece  would  be  a  reform 
of  employment  law  to  give  young  workers 
permanent  jobs,  but  with  reduced  protec¬ 
tion  at  the  outset.  The  young  mayor’s 
strength  lies  in  an  implicit  threat  to  bring 
down  the  government  by  withdrawing  pd 
support.  But  that  assumes  he  can  com¬ 
mand  his  lawmakers— and  Mr  Renzi  sits  at 
the  rightmost  edge  of  the  party  he  leads. 

Refusing  to  apologise  for  the  insult  that 
pushed  Mr  Fassina  out  of  government,  he 
said  he  was  answerable  not  to  party  fac¬ 
tions,  but  to  the  3m  Italians  who  voted  in  a 
primary  election  last  year  that  was  open  to 
all.  Mr  Renzi’s  following  in  the  pd  is  prob¬ 
ably  more  accurately  reflected  in  the  39% 
who  backed  him  in  a  2012  leadership  bal¬ 
lot  that  he  lost  to  Mr  Bersani.  But  even 
those  who  supported  him  in  December 
could  soon  tire  of  his  fault-finding. 

That  might  be  a  reason  for  Mr  Renzi  to 
carry  out  his  threat  soon,  forcing  an  elec¬ 
tion  in  which  the  fledgling  ncd  would 
struggle  for  visibility  as  the  pd  squared  off 
against  Mr  Berlusconi’s  Forza  Italia  party. 
The  snag  is  that,  after  a  Constitutional 
Court  decision  in  December,  Italy  needs  a 
new  electoral  law  before  the  next  vote. 
And  Mr  Renzi  probably  needs  Mr  Berlus¬ 
coni’s  help  to  draw  one  up.  Though  con¬ 
victed  of  tax  fraud  and  expelled  from  the 
Senate,  the  former  prime  minister  still  has 
cards  to  play.  ■ 
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Greece’s  feat  of  deficit-cutting  masks  deeper  economic  and  political  failings 


KALI  chronia:  happy  new  year.  Greece  starts  2014  with  an  unac¬ 
customed  run  of  good  news.  Not  long  ago  the  country  was  in 
a  death  spiral  of  missed  fiscal  targets,  panicked  markets  and 
threats  to  force  it  out  of  the  euro.  Now  the  euro  zone’s  first  and 
most  difficult  problem  child  is  exceeding  expectations. 

Ahead  of  schedule,  Greece  has  closed  its  scary  deficit  and 
moved  into  primary  budget  surplus  (ie,  before  interest  pay¬ 
ments).  Yields  on  ten-year  bonds  have  fallen  below  8%,  from  a 
peak  of  well  over  40%  at  the  height  of  the  Grexit  panic.  The  gov¬ 
ernment  plans  to  issue  fresh  debt  later  this  year.  Some  foreign  in¬ 
vestors  are  testing  the  waters  of  the  Aegean.  Competitiveness  is 
being  restored.  Greece  has  enjoyed  a  bumper  tourist  season.  This 
year  should  see  the  first  gdp  growth  after  six  years  of  recession. 

Once-exasperated  German  officials  now  hail  the  Greek  prime 
minister,  Antonis  Samaras,  as  the  saviour  of  his  country-and,  in¬ 
deed,  of  the  euro.  As  Greece  assumed  the  half-yearly  rotating 
presidency  of  the  European  Union  this  month,  eu  dignitaries 
came  to  Athens  this  week  to  praise  it,  not  to  bury  it. 

Official  rejoicing  over  the  Greek  bail-out  programme  is  under¬ 
standable.  And  yet  Greece  remains  troubling,  economically  and 
politically.  It  has  lost  a  quarter  of  economic  output  since  2007, 
thanks  largely  to  the  errors  of  its  rulers  and  creditors  alike.  More 
than  a  quarter  of  its  workers  are  jobless.  Soup  kitchens  are  com¬ 
monplace,  as  are  empty  buildings  and  shops.  Unit-labour  costs 
have  been  reduced  by  cutting  wages,  not  raising  productivity. 

Stripping  out  the  murky  trade  in  fuel,  and  volatile  tourism  rev¬ 
enues  (up  in  part  because  of  turmoil  in  Egypt  and  Tunisia), 
Greece’s  exports  are  falling.  This  is  alarming.  In  Spain,  Portugal 
and  Ireland  lower  labour  costs  have  boosted  exports.  Some 
Greeks  blame  a  lack  of  credit.  Others  note  that  the  country’s  main 
export  market,  the  eu,  has  been  in  recession.  But  the  real  problem 
is  an  economy  that  produces  few  tradable  goods.  Cheaper  work¬ 
ers  make  little  difference  if  there  are  no  factories  to  hire  them.  If 
growth  picks  up,  Greece  may  just  suck  in  imports,  restarting  the 
cycle  of  external  imbalances  that  proved  its  undoing. 

The  economy  needs  profound  structural  reforms.  But  here  the 
record  has  been  far  less  impressive  than  on  fiscal  adjustment.  Mr 
Samaras’s  lieutenants  deny  charges  of  foot-dragging,  offering  a 
long  list  of  measures,  from  improving  tax-collection  to  rationalis¬ 


ing  health  spending  to  opening  up  cosseted  professions.  More 
will  come,  they  say,  including  an  assault  on  the  myriad  regula¬ 
tions  that  clog  up  product  markets. 

True,  Greece  has  shot  up  the  World  Bank’s  ranks  for  the  ease  of 
starting  firms.  But  in  the  wider  measure  of  ease  of  doing  business, 
it  ranks  72nd  in  the  world,  behind  Azerbaijan,  Kyrgyzstan,  Bela¬ 
rus  and  Kazakhstan.  Obtaining  planning  permits  is  maddening. 
And  the  judicial  system  remains  slow  and  quixotic. 

Indeed,  the  country’s  biggest  problem,  say  many  despairing 
Greeks,  is  a  dysfunctional  state.  Mr  Samaras,  more  or  less  untaint¬ 
ed  by  past  mismanagement,  retains  an  old-style  penchant  for  cli- 
entelism.  Yet  impunity  may  be  cracking  a  bit.  A  former  defence 
minister  is  in  jail  for  corruption.  The  cafe  talk  is  of  a  senior  de¬ 
fence  official  who  told  investigators  he  received  so  many  bribes 
he  could  not  remember  them  all;  and  of  an  ex-minister,  a  nephew 
of  the  venerated  Constantine  Karamanlis,  the  pre-and  post-junta 
prime  minister,  hauled  up  before  the  courts  for  driving  a  car  with 
fake  number-plates.  But  serving  politicians  do  not  feel  the  heat 
and  prosecution  of  big  tax-dodgers  remains  a  rarity.  What  to 
make  of  a  bizarre  judicial  investigation  of  the  man  appointed  to 
reform  the  unreliable  statistics  office,  now  accused  of  corruption 
for  supposedly  exaggerating  Greece’s  fiscal  hole? 

Restructuring  an  economy  and  reinventing  the  state  take  time 
and  determination.  But  Mr  Samaras,  even  if  he  were  the  man  for 
such  a  task,  is  running  out  of  both.  Syriza,  the  radical  left-wing  co¬ 
alition,  is  leading  the  polls  for  May’s  European  election.  Its  tele¬ 
genic  and  wily  leader,  Alexis  Tsipras,  is  even  a  pan-European  can¬ 
didate  to  become  president  of  the  European  Commission. 

That  will  never  happen.  But  a  victory  by  Mr  Tsipras  in  the  elec¬ 
tion  could  undermine  Mr  Samaras’s  fragile  coalition,  particularly 
as  members  of  his  Socialist  allies,  Pasok,  defect  to  Syriza.  By 
mid-2015,  the  eu  could  conceivably  be  dealing  with  Mr  Tsipras  as 
prime  minister,  or  at  least  kingmaker.  Scenting  power,  he  has 
started  to  take  English  lessons  and  to  travel.  Abroad,  Mr  Tsipras’s 
message  is  that  he  does  not  want  to  leave  the  euro;  at  home  he 
promises  to  renege  on  the  memorandum  with  Greece’s  creditors. 
Even  Syriza’s  more  level-headed  members  cannot  say  precisely 
how  they  could  ditch  the  conditions  and  keep  the  loans. 

Politics  is  a  Greek  word 

Mr  Tsipras  might  yet  turn  out  to  be  more  pragmatic  than  his  rheto¬ 
ric.  Some  already  liken  him  to  the  late  Andreas  Papandreou,  Pa- 
sok’s  founder,  or  to  Mr  Samaras  himself,  who  also  once  opposed 
the  memorandum.  Even  without  the  bank  runs  that  some  predict 
would  follow  a  Syriza  victory,  Mr  Tsipras’s  pledge  to  undo  many 
reforms  and  renationalise  the  few  privatised  firms  would,  at  the 
least,  kill  off  any  incipient  recovery. 

A  worried  Germany  could  yet  ease  demands  for  structural  re¬ 
forms  to  take  the  pressure  off  Mr  Samaras.  But  a  better  move 
would  be  to  make  a  clear  early  commitment  that  the  euro  zone 
will  honour  its  semi-promise  in  2012  to  give  Greece  additional 
debt  relief,  through  lower  interest  rates  and  longer  maturities, 
now  that  it  has  reached  a  primary  surplus.  In  exchange,  creditors 
should  focus  not  on  more  austerity,  but  on  the  need  to  reform  the 
economy  and  the  state.  The  biggest  risk  in  Greece  is  now  political, 
not  financial.  Fears  of  default  and  Grexit  have  receded;  the  worry 
is  rather  about  the  rise  of  Greek  extremists  of  both  neo-Stalinist 
and  neo-Nazi  varieties.  ■ 
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House-building 

Breaking  the  stranglehold 


AYLESBURY 

Ministers  are  fighting-not  successfully-to  overcome  NIMBYism  and  planning 
laws  enacted  in  the  1940s 


AT  A  crossroads  on  the  edge  of  Ayles- 
jTYbury,  a  town  in  Buckinghamshire,  a 
new  neighbourhood  is  taking  root.  Grass 
verges  are  marked  with  the  signs  of  half  a 
dozen  housing  developers.  Hoardings  ad¬ 
vertise  government-backed  “help-to-buy” 
mortgages.  New  roads  end  in  red  brick 
houses,  packed  tight  into  squares.  At  sun¬ 
set,  children  trickle  out  of  a  boxy  school 
surrounded  by  building  sites.  The  develop¬ 
ment  feels  rather  disconnected  from  its 
surroundings-and  it  is.  Though  the  capital 
is  40  miles  away,  across  green  fields,  this  is 
in  effect  London’s  newest  suburb. 

Last  year  some  840  new  homes  were 
started  in  Aylesbury  Vale,  adding  1%  to  the 
district’s  stock  of  houses.  In  England,  that 
qualifies  as  a  building  boom:  in  the  coun¬ 
try  as  a  whole  the  rate  of  construction  is  al¬ 
most  three  times  slower.  Stoked  by  govern¬ 
ment  intervention,  low  interest  rates,  a 
nascent  economic  recovery  and  a  lack  of 
supply,  house  prices  are  rising  across  most 
of  England  and  soaring  in  London  and  the 
south-east.  In  the  final  quarter  of  2013 
prices  were  increasing  at  an  annual  rate  of 
7%  across  Britain  and  15%  in  London.  Yet 
house  building  is  still  in  a  slump  (see 
chart).  The  new  development  in  Aylesbury 
helps  explain  why. 

Private  house-building  in  Britain  is  reg¬ 
ulated  by  the  Town  and  Country  Planning 
Act  introduced  by  a  Labour  government 
in  1947.  At  the  time  it  was  thought  that  be¬ 
nevolent  government  planning  would 
provide  well-built  homes  and  protect  the 


countryside  from  the  unsightly  “bunga- 
loid”  sprawl  of  the  1920s  and  1930s,  when 
private  house-building  in  England  neared 
270,000  units  per  year  (in  2012  the  country 
managed  just  89,000  new  private  homes). 
Under  the  planning  system,  owners’  rights 
to  develop  land  are  strictly  controlled.  Lo¬ 
cal  councils  determine  what  purposes 
land  can  be  used  for,  and  planning  permis¬ 
sion  to  build  houses  is  only  granted  accord¬ 
ing  to  a  strict  local  plan.  On  the  edges  of  big 
cities,  green  belts  designated  in  the  1940s 
and  1950s  make  building  even  harder. 

In  the  postwar  years  lots  of  new  homes 
went  up  anyway.  Urban  councils  enthusi¬ 
astically  cleared  slums  and  built  vast  new 
housing  estates,  which  they  rented  out  to 
local  residents  from  a  waiting-list.  But  in 
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the  early  1980s  Margaret  Thatcher’s  Con¬ 
servative  government  all  but  banned 
councils  from  building,  while  largely  pre¬ 
serving  the  restrictions  on  private  develop¬ 
ment.  In  the  1990s  environmental  regula¬ 
tions  made  things  more  complex.  Then 
Tony  Blair’s  Labour  government  insisted 
that  post-industrial  “brownfield”  land  be 
prioritised  over  green  fields,  which  are 
usually  cheaper  to  build  on. 

All  of  this  has  gradually  reduced  the 
amount  of  land  released.  And,  says  Paul 
Cheshire  at  the  London  School  of  Econom¬ 
ics,  it  has  pushed  what  building  there  is  to 
the  wrong  places.  Before  the  recession  over 
half  of  new  dwellings  built  were  flats,  of¬ 
ten  in  northern  cities.  When  mortgage  fi¬ 
nance  dried  up  in  2008,  these  collapsed  in 
value.  The  few  suburban  homes  that  go  up 
are  often  far  outside  city  boundaries, 
pushed  out  by  green  belts.  Aylesbury  is 
growing  because  it  is  just  beyond  London’s 
green  belt  (see  map  on  next  page).  The  new 
residents  of  such  places  are  stuck  with 
long,  expensive  commutes. 

Near  successful  cities  like  Oxford,  or  in 
the  London  green  belt,  land  with  planning 
permission  can  cost  hundreds  of  times 
more  than  farming  land,  more  than  dou¬ 
bling  the  cost  of  a  new  house.  The  shortage 
of  land  also  accounts  for  Britain’s  uncom¬ 
petitive  building  industry.  Because  land  is 
so  scarce,  house-builders  behave  like  spec¬ 
ulators:  they  devote  their  resources  to  find¬ 
ing  and  buying  sites  that  might  get  plan¬ 
ning  permission.  Even  a  small  rise  in  house 
prices  feeds  into  a  big  rise  in  land  values  as 
bidding  wars  break  out. 

In  such  a  tight  market,  deep-pocketed 
builders  prevail.  Since  2008  the  number  of 
small  house  builders— those  that  put  up 
between  10  and  30  units  per  year-has  fall¬ 
en  by  50%.  The  number  of  big  builders  has 
increased  slightly.  Weak  competition 
means  that  builders  have  little  incentive  to 
invest  in  design,  which  may  explain  why  ►> 
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►  new  homes  are  often  unlovely.  And  since 
these  firms  often  operate  as  little  local  mo¬ 
nopolies,  they  rarely  cut  prices:  if  prices  are 
not  suitably  high,  they  tend  to  undershoot 
even  the  low  targets  set  by  councils. 

To  try  to  break  the  deadlock,  the  co¬ 
alition  government  has  pushed  through 
planning  reforms,  which  include  a  contro¬ 
versial  “presumption  in  favour  of  sustain¬ 
able  development”.  In  practice  this  means 
councils  deemed  too  NiMBYish  by  West¬ 
minster  can  be  forced  to  approve  more 
housing,  or  else  risk  uncontrolled  specula¬ 
tive  development.  This  modest  reform  has 
cost  enormous  political  capital  and  tied 
the  government  up  in  lawsuits  with  un¬ 
happy  councils.  Yet  it  will  merely  neutral¬ 
ise  another  of  the  coalition’s  reforms,  says 
Adam  Challis  of  Jones  Lang  LaSalle,  a 
property  firm.  Soon  after  coming  to  power, 
the  government  scrapped  the  regional 
housing  targets  introduced  by  Labour, 
which  had  boosted  building. 

The  Labour  Party,  whose  voters  are  less 
likely  to  be  homeowners,  or  to  live  at  the 
edge  of  big  cities,  has  plenty  of  ideas  to  get 
building  going.  It  would  let  councils  bor¬ 
row  more  money  to  build  social  homes  on 
their  own  land,  and  possibly  subsidise 
their  construction.  It  would  also  encourage 
pro-growth  local  governments.  Not  all 
councils  hate  new  houses-but  those  that 
like  to  build  tend  to  be  heavily  urbanised 
already.  In  places  such  as  York  or  Steven¬ 
age,  tightly  drawn  boundaries  prevent 
growth.  Labour  would  let  them  expand 
into  their  neighbours’  land. 

The  party’s  most  ambitious  plan  it 
nominally  shares  with  the  government:  to 
build  a  new  town  somewhere  on  the  edge 
of  London.  Yet  while  the  coalition  has 
gone  soft  on  this  idea,  Labour  has  devel¬ 
oped  it.  Lord  Adonis,  a  Labour  peer  and 
former  transport  secretary,  suggests  that 
Ebbsfleet,  a  small  town  in  Kent  near  a  high¬ 
speed  railway  line,  would  be  an  ideal 
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“  Outer  limit  of  London  green  belt 
Sources:  DCLG;  Based  on  OS  mapping  M008/13 


place.  The  development  corporations  that 
built  new  towns  such  as  Milton  Keynes 
and  Stevenage  in  the  1950s  and  1960s  even¬ 
tually  made  a  profit  for  the  public,  he  ar¬ 
gues,  encouragingly. 

Bulldozing  fields  is  not  yet  an  election¬ 
winning  strategy,  but  opinion  is  beginning 
to  shift.  Polling  by  Ipsos  mori  shows  that  a 
majority  of  people  now  regard  rising 
house  prices  as  a  bad  thing.  Bank  of  Eng¬ 
land  officials  hint  that  the  failure  to  build 
enough  houses  presents  a  structural  risk  to 
the  British  economy.  Falling  home-owner- 
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ship  is  beginning  to  affect  some  target  vot¬ 
ers:  874,000  couples  with  children  now 
rent  privately,  up  from  just  274,000  in  the 
late  1990s. 

Yet  the  1947  planning  regime  has  lasted 
this  long  for  a  reason.  The  gains  from  low¬ 
ering  the  cost  of  land  and  building  more 
are  broadly  spread,  whereas  opposition  is 
locally  focused.  And  a  majority  of  Britons 
are  still  home-owners-especially  elderly 
voters  in  marginal  suburban  seats.  Change 
will  be  slow.  In  the  meantime  Aylesbury’s 
boxy  new  houses  will  have  to  do.  ■ 


Ornithological  trends 

This  bird  has  flown 


Why  some  species  are  thriving  outside  southern  England 

W  HEN  people  talk  about  a  “north- 
south  divide”  in  Britain  they  are 
usually  referring  to  house  prices,  employ¬ 
ment  and  the  ratio  of  private-sector  to 
public-sector  jobs.  The  south  scores 
higher  on  all  such  measures.  But  new 
data  from  the  British  Trust  for  Ornitholo¬ 
gy  (bto),  a  research  charity,  hints  at  the 
growth  of  another  north-south  divide- 
this  time  to  the  north’s  benefit. 

Every  20  years  the  bto  produces  a 
superbly  detailed  atlas  of  bird  life  in 
Britain  and  Ireland.  The  2007  to  2011 
edition  is  cheery:  more  species  are  tallied 
than  in  previous  atlases,  and  many  birds 
are  increasing  in  number.  Compared 
with  two  decades  ago,  45%  of  regular 
native  species  are  ranging  more  widely 
while  32%  are  living  in  smaller  areas;  the 
rest  have  stayed  put.  But  the  most  striking 
news  comes  from  the  north. 

The  overall  populations  of  woodland, 
farmland  and  migrant  perching  birds  are 
up  in  northern  England  and  Scotland  but 
down  in  the  south.  The  same  is  true  of 
individual  species  such  as  the  garden 
warbler,  bullfinch  and  swallow.  The 
number  of  cuckoos,  a  closely-watched 
species,  declined  by  63%  in  England 
between  1995  and  2010  but  by  only  5%  in 
Scotland.  Raptors  are  faring  especially 
well  in  the  south,  but  their  numbers  are 
rising  in  most  parts  of  Britain. 

Partly  this  reflects  climate  change, 
suggests  Simon  Gillings  of  the  bto. 

Some  birds  are  drawn  to  warmer  winters 
in  Scotland  and  northern  England;  vis¬ 
iting  migrants  may  stick  around  for  lon¬ 
ger.  Hard  though  it  may  be  to  believe 
during  a  week  of  torrential  rain,  the 
south  is  becoming  drier,  pushing  snipe 
northward.  More  efficient  farming  has 
squeezed  some  farmland  species. 

Some  birds  find  it  harder  to  make 
homes  in  the  south,  too.  Pressure  on 
housing  means  dilapidated  buildings 
and  barns,  handy  for  nesting,  have  been 


4,000  holes  in  Blackburn,  Lancashire 

converted  into  human  dwellings.  Be¬ 
tween  2006  and  2012  the  number  of 
vacant  dwellings  fell  by  17%  in  London 
and  by  12%  in  Kent.  Over  the  same  period 
the  number  of  empty  houses  increased 
by  16%  in  D  erbyshire  and  by  10%  in  Lan¬ 
cashire.  Northern  mining  villages  once 
full  of  workers  are  now  sparsely  populat¬ 
ed,  points  out  Ian  Bartlett,  a  birdwatcher 
in  Hartlepool,  in  north-east  England. 
They  have  become  hot  spots  for  birds 
and  the  people  who  watch  them. 

Cultural  difference  also  plays  a  part, 
thinks  Mark  Cocker,  an  expert  on  birds. 
The  “obsession  with  tidiness”  is  stronger 
in  the  south,  he  says.  Fewer  people  culti¬ 
vate  gardens;  they  prefer  to  cover  them  in 
decking  and  remove  weeds  from  be¬ 
tween  concrete  slabs.  Village  greens  are 
mowed  short.  In  contrast,  Scotland  and 
northern  England  have  more  trees,  grass¬ 
land  and  wind-swept  moors.  Less  pop¬ 
ular  with  humans,  rugged  parts  of  the 
countryside  are  filling  up  with  a  winged 
population  instead. 
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Bagehot  |  The  weathermaker 


George  Osborne  is  vindicated,  emboldened  and  bursting  with  trickery 


I  IKE  Britain’s  coast,  battered  by  wild  seas,  Westminster  is  seeing 
t  strange  weather.  In  the  dawn  of  the  new  year,  both  big  politi¬ 
cal  parties  find  themselves  needing  to  defy  history  in  order  to 
win  the  election  due  in  2015.  Yet  neither  looks  able  to.  The  govern¬ 
ing  Conservatives,  who  would  need  to  outperform  most  incum¬ 
bents  by  increasing  their  parliamentary  headcount,  are  respected 
as  economic  managers,  but  disliked.  The  Labour  Party,  which 
nurses  a  rare  hope  of  bouncing  back  to  power  after  just  one  term 
in  opposition,  is  more  loved,  but  mistrusted  on  the  economy. 
Something  audacious  is  required  to  break  the  deadlock;  on  Janu¬ 
ary  6th  George  Osborne  suggested  what  it  might  be. 

At  a  car-parts  factory  outside  Birmingham,  the  Tory  chancel¬ 
lor  of  the  exchequer  launched  a  searing  attack  on  his  opponents, 
masquerading  as  a  cautionary  speech  on  the  economy.  It  is  be¬ 
having  strangely,  too,  growing  faster  than  any  other  in  the  oecd, 
at  an  annualised  rate  of  over  3%.  Given  the  gush  of  consumer 
credit  driving  the  boom,  this  may  prove  unsustainable,  so  Mr  Os¬ 
borne  was  right-in  what  was  ostensibly  the  main  purpose  of  his 
speech-to  warn  that  a  renewed  slump  in  the  euro  zone  or  emerg¬ 
ing  markets  could  stall  the  recovery.  He  also  pointed  out,  again 
rightly,  that  the  government’s  primary  task  of  cutting  the  huge 
budget  deficit  it  inherited  from  Labour  is  not  yet  done. 

“It’s  not  even  half  done,”  intoned  the  chancellor.  “That’s  why 
2014  is  the  year  of  hard  truths... there  are  big  underlying  pro¬ 
blems  we  have  to  fix  in  our  economy.  More  repairs.  More  cuts. 
More  difficult  decisions.”  This  was  a  dreadful  drumroll,  and  Mr 
Osborne  did  not  disappoint.  Dampening  whatever  remained  of 
his  audience’s  festive  spirits,  he  advocated  a  further  £25  billion 
($41  billion)  of  public  spending  cuts  in  the  first  two  years  of  the 
next  parliament.  Under  his  aegis,  he  added,  half  the  savings 
would  be  found  in  the  welfare  budget. 

This  was  a  strange  way  to  woo  voters.  Politicians  usually  pro¬ 
mise  to  hand  things  out,  not  take  them  away.  Yet  Mr  Osborne,  the 
sharpest  operator  of  the  quartet  that  matters  most  in  Westmin- 
ster-himself,  the  Tory  prime  minister  David  Cameron,  and  their 
Labour  counterparts  Ed  Miliband  and  Ed  Balls-appears  to  have 
the  measure  of  a  difficult  time.  He  has  hedged  himself  into  a  posi¬ 
tion  where  either  a  continued  economic  recovery  or  a  renewed 
slump  might  well  work  to  his  advantage.  Set  aside  the  excited 


babble  that  followed  a  populist  pledge  by  Mr  Miliband  to  freeze 
household  energy  bills:  the  resurgence  of  the  Tory  chancellor  is 
the  big  development  in  British  politics. 

The  scale  of  the  required  fiscal  retrenchment  is  not  news;  it 
was  implicit  in  the  timetable  Mr  Osborne  set  out  last  month  for 
closing  the  deficit  by  2018.  By  putting  hard  figures  to  it— 16  months 
before  the  next  election-the  chancellor  has  nonetheless  done  a 
serious  number  on  his  Labour  rivals  and  Liberal  Democrat  allies. 

Neither-as  Mr  Balls  and  the  Lib  Dems’  leader,  Nick  Clegg, 
were  quick  to  confirm-would  cut  welfare  so  deeply.  At  the  same 
time,  neither  is  able  to  say  how  otherwise  he  would  close  the  def¬ 
icit.  Short  of  raising  taxes,  the  only  serious  option  would  appear 
to  be  a  slower  pace  of  deficit  reduction,  which  Mr  Balls  cannot 
champion  either,  for  that  would  seem  to  confirm  the  reputation 
for  profligacy  that  is  Labour’s  biggest  weakness.  Twisting  the 
bodkin,  Mr  Osborne  also  reiterated  his  intention  to  bring  legisla¬ 
tion  before  Parliament  that  would  bind  the  government  to  run¬ 
ning  a  balanced  budget  over  the  course  of  the  economic  cycle. 
Forcing  Labour  to  vote  for  such  a  pledge-and  it  is  hard  to  see  how 
it  could  refuse-would  send  Tory  backbenchers  into  rapture.  The 
possibilities  for  temperance-themed  joshing-along  the  lines  of 
inveterate  Labour  spendthrifts  committing  to  “The  Pledge”-are 
at  once  limited  and  endless. 

Mr  Osborne’s  cautionary  speech  was  the  war-dance  of  a  vin¬ 
dicated  chancellor.  British  voters  do  not  like  him;  Mr  Osborne’s 
personal  ratings  are  poor.  Yet,  by  and  large,  they  have  always 
trusted  his  argument  that  austerity  is  necessary  and,  despite  the 
warnings  of  the  Keynesian  Mr  Balls,  no  serious  impediment  to 
growth.  The  recovery  that  has  now  transpired  is  therefore  as 
bruising  for  the  shadow  chancellor  as  it  is  glorious  for  the  actual 
one.  Having  won  the  economic  argument- at  least  so  far  as  voters 
are  concerned-Mr  Osborne  may  find  it  even  easier  to  point  to 
global  factors  beyond  his  control  if  it  peters  out.  If  it  continues,  by 
contrast,  he  will  collect  plaudits.  At  the  same  time,  as  in  this  cau¬ 
tionary  speech,  he  will  seek  to  head  off  a  stampede  of  relieved 
voters  back  to  Labour  by  stressing  the  risks  that  remain.  Heads,  he 
wins;  tails,  Mr  Balls  loses. 

A  plan  written  in  jelly 

The  irony  is  that,  though  he  speaks  of  his  “economic  plan”  in  rev¬ 
erent  tones,  Mr  Osborne  has  in  fact  proved  rather  flexible.  When 
tax  revenues  disappointed,  he  extended  austerity  instead  of  re¬ 
doubling  it.  By  European  standards,  British  austerity  has  not, 
therefore,  been  terribly  austere;  government  spending  has  fallen 
in  real  terms  by  only  7%  since  the  Tories  came  to  power  in  2010. 
This  is  another  reason  why  voters  have  stomached  Mr  Osborne, 
such  that  most  Britons,  across  the  political  spectrum,  are  proba¬ 
bly  now  more  worried  by  the  prospect  of  rising  taxes  than  cuts. 
Polling  by  YouGov  suggests  they  are  less  afraid  of  the  effects  of 
austerity  than  they  have  ever  been. 

For  the  chancellor’s  higher-minded  critics,  his  latest  gambit  is 
further  evidence  of  a  lack  of  seriousness.  They  have  a  point.  Mr 
Osborne  says  he  wants  a  smaller  state;  but  it  is  not  clear,  in  the 
feints  and  counter-feints  of  his  relentless  duelling,  how  much 
smaller  or  in  what  way.  Yet  this  is  criticism  the  chancellor,  visibly 
emboldened  in  recent  weeks,  can  easily  put  up  with.  He  is  popu¬ 
larly  considered  to  be  on  the  right  side  of  Britain’s  biggest  political 
argument.  After  tough  times,  he  is  again  dictating  its  terms.  He 
has  the  fulsome  backing  of  his  party.  No  other  British  politician, 
least  of  all  his  opponent  Mr  Balls,  can  boast  so  much.  ■ 
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Jewishness 

Who  is  a  Jew? 


JERUSALEM,  LON  DON  AN  D  N  EW  YORK 

Competing  answers  to  an  increasingly  pressing  question 


SLIGHT,  bespectacled  and  friendly,  Rabbi 
Itamar  Tubul  makes  an  unlikely  fron¬ 
tiersman.  But  his  colleague  Ziv  Maor,  a 
spokesman  for  Israel’s  chief  rabbinate,  ar¬ 
gues  that  as  head  of  the  department  of  per¬ 
sonal  status  and  conversions,  Rabbi  Tubul 
plays  as  big  a  role  in  protecting  the  state  as 
the  Israel  Defence  Forces.  On  his  desk  in  Je¬ 
rusalem  lie  the  testimony  of  a  rabbi  in  Fin¬ 
land  and  a  ketubah  (marriage  certificate) 
from  Germany.  Rabbi  lUbul’s  job  is  to  de¬ 
termine  whether  the  subjects  of  these  doc¬ 
uments,  and  many  others,  are  Jewish. 

Who  is  a  Jew?  This  question  is  becom¬ 
ing  ever  more  pressing  for  Jews  around  the 
world.  It  looks  like  a  religious  issue,  but  is 
bound  up  with  history,  Israeli  politics  and 
the  rhythms  of  the  diaspora.  Addressing  it 
means  deciding  whether  assimilation  is  a 
mortal  threat,  as  many  Jews  think,  or  a 
phenomenon  to  be  accommodated.  The 
struggle  over  the  answer  will  shape  Israel’s 
society,  its  relations  with  Jews  elsewhere, 
and  the  size  and  complexion  of  the  global 
Jewish  community. 

For  Orthodox  Jews  like  Rabbi  Tubul,  the 
solution  is  simple  and  ancient:  you  are  a 
Jew  if  your  mother  is  Jewish,  or  if  your 
conversion  to  Judaism  accorded  with  the 
Halacha,  Jewish  religious  law.  Gentiles 
might  be  surprised  that  for  Jews  by  birth 
this  traditional  test  makes  no  reference  to 
faith  or  behaviour.  Jews  may  be  atheist 
(many  are:  apostasy  is  a  venerable  Jewish 
tradition)  and  still  Jews.  Joel  Roth,  a  Con¬ 


servative  rabbi  at  the  Jewish  Theological 
Seminary  in  New  York,  likens  this  nativist 
criterion  to  that  for  American  citizenship: 
Americans  retain  it  regardless  of  their 
views  on  democracy  or  the  constitution. 
Some  strict  rabbis  even  think  that  a  child  is 
not  Jewish  if  born  to  a  devout  mother  but 
from  a  donated  gentile  egg. 

As  some  Jewish  leaders  privately  ac¬ 
knowledge,  this  formula  has  uncomfort¬ 
able  racial  undertones.  Their  response  is 
that  it  causes  no  harm  to  others.  Perhaps, 
but  in  the  secular  world  it  can  be  awkward. 
A  few  years  ago,  for  example,  state-funded 
Jewish  schools  in  Britain  were  obliged  to 
change  their  admissions  codes  after  they 
were  judged  to  have  violated  the  Race  Re¬ 
lations  Act.  And  the  halachic  rules  are  in¬ 
creasingly  troubling  to  Jews  themselves. 

For  many  Israelis,  the  rabbis  are  the  pro¬ 
blem.  In  a  concession  designed  to  widen 
support  for  the  new  state,  when  Israel  was 
founded  its  secular  rulers  left  matters  of 
marriage,  divorce  and  burial  in  the  rabbin¬ 
ate’s  hands.  It  decides  who  is  eligible  for 
these  rites,  as  well  as  carrying  them  out-so 
would-be  brides  and  grooms  must  dem¬ 
onstrate  their  Jewish  credentials.  Supply¬ 
ing  the  necessary  documents  and  witness¬ 
es  can  be  inconvenient  and  galling:  people 
resent  having  to  prove  what  they  know  to 
be  true.  Immigration  has  made  the  system 
seem  not  just  irksome  but  unsustainable. 

For  example,  the  Ethiopian  Jews  who 
migrated  to  Israel  in  the  1980S-90S,  risking 


their  lives  and  losing  relatives  along  the 
way,  have  faced  persistent  doubts  as  to 
whether  they  are  properly  Jewish  in  doc¬ 
trine  and  descent.  “I  feel  that  I’m  the  Jew  I 
want  to  be,”  protests  Fentahun  Assefa-Da- 
wit  of  Tebeka,  an  advocacy  group  for  the 
130,000-strong  community.  “I  don’t  want 
anyone  to  tell  me  how  to  be  Jewish.”  West¬ 
ern  migrants,  too,  are  sometimes  doubted. 
The  rabbinate  considers  some  American 
rabbis  too  lax  to  vouch  for  their  congre¬ 
gants  and  rejects  their  testimonies;  it 
deems  many  overseas  conversions  inade¬ 
quate.  Many  Israelis  worry  about  the  im¬ 
pact  of  such  disdain  on  the  diaspora’s  po¬ 
litical  and  financial  backing  for  their  state. 

Israel’s  time  bomb 

The  biggest  problem  comes  from  the  clash¬ 
ing  consequences  of  two  great  ruptures  in 
20th-century  history:  the  Holocaust  and 
the  collapse  of  the  Soviet  Union.  Under  Is¬ 
rael’s  Law  of  Return,  anyone  who  has,  or 
whose  spouse  has,  at  least  one  Jewish 
grandparent  can  claim  citizenship-a  stan¬ 
dard  expressly  modelled  on  the  criteria  for 
persecution  under  the  Nazis’  Nuremberg 
laws  of  1935.  The  Law  of  Return  also  recog¬ 
nises  conversions  that  the  rabbinate  re¬ 
jects.  The  wave  of  immigration  from  Rus¬ 
sia  in  the  past  two  decades  means  the 
discrepancy  between  these  two  standards 
has  become  glaring. 

There  are  now  several  hundred  thou¬ 
sand  ex-Soviet  Israelis  who  were  Jewish 
enough  to  get  in,  but  are  not  Jewish  enough 
for  the  rabbis.  Most  are  put  off  by  the 
length  and  intellectual  demands  of  the  ha¬ 
lachic  conversion  process  (it  doesn’t  help 
that  finished  conversions  are  sometimes 
annulled  for  violations  of  Sabbath  or  oth¬ 
er  religious  rules).  Since  Israel  offers  them 
no  civil  marriage  ceremony,  these  Israelis 
and  their  partners  go  abroad  to  marry  (as 
do  some  couples  who  prefer  to  avoid  the 
synagogues).  The  population  is  beginning 
to  divide  into  three  parts:  halachic  Jews 
and  Arabs,  but  also  “others”.  This  tripartite 
split,  says  Yedidia  Stern,  a  jurist  at  the  Israel 
Democracy  Institute,  a  think-tank,  “is  a 
time  bomb”. 

Some  Israelis  want  to  keep  immigrants  ►► 

I  Up,  up  and  away? 

Jewish  population*,  m 
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►  in  the  fold  by  making  conversion  easier. 
The  response  of  liberals  such  as  Ruth  Cal¬ 
deron,  a  member  of  the  Knesset  for  the 
centrist  Yesh  Atid  party,  is  to  try  to  prise 
apart  synagogue  and  state.  As  a  first  step 
she  has  co-sponsored  a  bill  that  would 
make  civil  union  an  alternative  to  religious 
marriage.  Ms  Calderon,  who  has  a  PhD  in 
the  Talmud  (a  central  Jewish  text),  wants  to 
reclaim  the  oversight  of  Jewishness  from 
the  rabbis.  Politicians  like  her,  she  says,  are 
no  longer  willing  to  trade  the  right  to  pro¬ 
nounce  on  it  for  the  votes  of  right-wingers 
in  Israel’s  fractured  parliament. 

The  long-term  choice  for  Israelis  ap¬ 
pears  stark:  between  a  different  model  of 
Jewishness  or  a  different  kind  of  Jewish 
state-in  which  intermarriage,  hitherto  re¬ 
garded  by  Israelis  as  a  diaspora  woe,  be¬ 
comes,  in  a  peculiar  and  unexpected  way,  a 
worry  for  them  as  well. 

The  fraying  diaspora 

In  the  diaspora,  too,  history  has  reframed 
the  question  of  who  counts  as  a  Jew.  In 
much  of  eastern  Europe,  communist  stric¬ 
tures  made  worship  perilous  and  obser¬ 
vance  lapsed.  Even  circumcision  was  dis¬ 
couraged.  By  the  time  the  system 
imploded,  lots  of  Jews  had  forgotten  much 
of  their  heritage.  Yet  they  still  think  of 
themselves  as  Jews. 

In  the  West,  freedom  has  opened  its 
own  gap  between  history  and  Halacha. 
The  Pew  Research  Centre  recently  sur¬ 
veyed  American  Jews,  who  account  for  al¬ 
most  half  the  global  total  (see  chart  on  pre¬ 
vious  page).  The  responses  confirm  that 
Jewishness  is  not  thought  to  consist 
mostly  in  belief:  22%  of  American 
Jews  described  themselves  as 
having  no  religion  (swap  “Chris¬ 
tians”  for  “Jews”  and  the  statistic 
becomes  nonsensical).  Even 
among  the  avowedly  religious, 
two-thirds  did  not  think  it  neces¬ 
sary  to  believe  in  God  to  qualify. 

To  widespread  communal  alarm, 

Pew  also  found  that  intermar¬ 
riage  has  rocketed  and  now  pre¬ 
dominates  among  the  young.  Ex¬ 
cluding  the  Orthodox  (about  a 
tenth  of  the  American  total),  72% 
of  Jews  who  wed  since  2000  mar¬ 
ried  “out”. 

Hardly  surprising,  then,  that 
some  American  rabbis  are  re¬ 
thinking  their  definitions.  Since 
1983  the  Reform  movement  has  re¬ 
cognised  the  children  of  Jewish 
fathers-but,  as  for  other  progres¬ 
sive  movements,  blood  is  not 
enough.  “Jewishness  can’t  only 
be  an  accident  [of  birth],”  says 
Rabbi  Rick  Jacobs,  president  of 
the  Union  for  Reform  Judaism. 

For  some,  the  extra  ingredient  is 
faith:  ironically,  whereas  Ortho¬ 
dox  notions  of  Jewishness  ignore 


belief,  more  liberal  denominations  in¬ 
clude  it.  For  others,  Jewishness  is  broader 
than  either  faith  or  lineage. 

Rabbi  Andy  Bachman  of  Congregation 
Beth  Elohim,  a  lively  and  ecumenical  syna¬ 
gogue  in  Brooklyn,  New  York,  argues  that 
“an  exclusive  definition  of  Jews  as  a  faith  is 
a  goyishe  [gentile]  construct”-an  effort  to 
fit  the  Jewish  people  into  a  recognisable 
gentile  category.  Attachment  to  Jewish  his¬ 
tory  and  culture  also  suffice,  he  thinks.  In 
this  dispensation,  gentile  spouses  and  con¬ 
verts  are  welcomed.  The  biblical  story  of 
Ruth,  a  gentile  who  took  on  her  Israelite  in¬ 
laws’  religion,  is  a  favourite  parable. 

Rising  intermarriage  is  also  a  fact  of 
Jewish  life  in  Australia,  Canada,  France 
and  Britain,  hosts  of  four  of  the  world’s 
other  main  Jewish  populations.  Historical¬ 
ly  the  British  community  has  been  smaller, 
quieter  and  more  ossified  than  America’s; 
it  has  shrunk  since  the  1950s  because  of 
ageing  and  integration.  But  its  mood  is 
changing.  Take  JW3,  a  stylish  new  commu¬ 
nity  centre  in  north  London.  For  a  Jewish 
institution  in  Britain,  the  building  is  “out, 
loud  and  proud”,  as  Raymond  Simonson, 
its  boss,  puts  it,  with  the  word  “Jewish” 
unusually  conspicuous  on  the  facade. 

Mr  Simonson  eschews  doctrinal  dis¬ 
putes.  jW3’s  aim,  he  says,  is  to  let  visitors 
feel  as  Jewish  as  they  want  to  be,  regardless 
of  their  background:  “We’re  not  asking  you 
to  unzip  your  flies  or  show  us  your  moth¬ 
er’s  ketubah."  One  of  its  adult-education 


courses,  designed  in  part  for  gentile 
spouses,  is  called  “The  Accidental  Jew”. 
Cooking  and  the  arts  feature  prominently. 
“I’m  not  saying  you  can  sustain  a  whole 
Jewish  identity  by  listening  to  Amy  Wine- 
house  or  Neil  Diamond,”  Mr  Simonson 
says,  but  they  are  one  possible  “entry 
point”  to  Jewishness,  along  with  the  Tal¬ 
mud,  Israel  and  Jewish  history. 

Two  futures,  two  more  questions 

Opposed  though  the  innovators  and  hard¬ 
liners  seem,  they  share  a  basic  aim:  to  en¬ 
sure  Jewish  continuity.  Mr  Maor,  of  the  rab¬ 
binate,  says:  “Our  job  is  to  fight 
assimilation,  which  has  been  the  great  en¬ 
emy  of  Judaism  for  2,000  years.”  For  liber¬ 
als,  the  fraying  of  diaspora  communities 
makes  the  old  strictures  anachronistic.  For 
halachic  sticklers,  it  shows  that  the  liberal 
approach  has  already  failed. 

These  two  attitudes  imply  very  differ¬ 
ent  futures.  In  one  the  Orthodox,  with 
their  strong  retention  and  very  high  birth 
rates,  will  represent  a  rising  share  of  the 
Jewish  population  (in  Britain  the  haredim, 
or  ultra-Orthodox,  are  thought  to  account 
for  40%  of  Jewish  births).  They  will  be  in¬ 
creasingly  segregated  from  the  less  obser¬ 
vant,  who  will  gradually  drift  away,  mean¬ 
ing  total  numbers  will  stagnate  or  fall.  The 
bonds  between  Israel  and  the  diaspora 
could  weaken.  In  the  other  scenario,  Jews 
become  more  pluralistic  and  mutually  tol¬ 
erant,  finding  room  for  those  whose  Jew¬ 
ish  identity  wavers  over  the  course  of  their 
lives,  as  these  days  identities  tend  to. 

Thus  following  from  “Who  is  a  Jew?”  is 
a  second,  equally  charged  question:  in 
the  future,  how  many  Jews  will 
there  be?  And  a  third:  what  is  a 
Jew?  For  some,  Jews  are  adherents . 
of  an  ancient  faith,  with  a  quirky 
biological  qualification.  For  oth¬ 
ers,  they  are  something  less  for¬ 
mal:  members  of  a  dispersed  civi¬ 
lisation  distinguished  by  an 
ethical  tradition  and  interroga¬ 
tory  cast  of  mind;  by  a  legacy  of 
persecution  and  tragic  worldview 
(and  the  sense  of  humour  that  is 
its  inverse);  by  certain  tastes  in 
food  and  culture. 

For  Yossie  Beilin,  a  former  Is¬ 
raeli  minister,  Jews  are  an  extend¬ 
ed  family.  He  would  like  member¬ 
ship  to  depend  on  neither  blood 
nor  belief,  but  desire  to  belong. 
“It’s  a  sad  joke”,  he  says,  “that 
after  the  Holocaust  we  are  telling 
people  who  feel  Jewish  that  they 
are  not.”  He  thinks  this  family 
should  offer  a  purely  secular  con¬ 
version  ceremony  (“I  do  not  want 
to  disturb  God,  She  has  so  many 
other  things  to  do”).  Many  Jews 
don’t  believe,  he  reasons,  so  why 
must  converts?  Mr  Beilin  is  an  out¬ 
lier,  but  perhaps  not  for  ever.  ■ 
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Big  carmakers 


Kings  of  the  road 


Size  is  not  everything  for  mass-market  carmakers.  But  it  helps 


AS  THE  first  estimates  of  worldwide  car 
Xl.sales  in  2013  come  in,  it  is  clear  that 
Toyota,  when  its  production  is  combined 
with  that  of  its  affiliates  Daihatsu  and  Su¬ 
baru,  is  on  the  brink  of  becoming  the  first 
member  of  the  “10m  club”.  It  will  swiftly 
be  followed  by  gm  and  Volkswagen  (see 
chart),  both  of  which  are  also  enjoying 
continued  growth,  especially  in  the 
world’s  largest  car  market,  China.  Makers 
of  luxurious  models  with  strong  brands, 
such  as  bmw  and  Jaguar  Land  Rover,  can 
do  well  selling  relatively  small  volumes  of 
cars  for  handsome  profits.  But  despite  ris¬ 
ing  sales  in  America  and  Britain,  and  the 
apparent  end  of  a  six-year  downturn  in 
continental  Europe,  life  is  getting  tougher 
for  a  squeezed  middle,  selling  mainly 
mass-market  models  at  margins  that  are 
slim  at  best. 

There  are  plenty  of  reasons  why  size 
matters.  Besides  the  obvious  economies  of 
scale  and  the  strong  bargaining  power 
with  suppliers,  being  big  makes  it  easier, 
especially  with  today’s  flexible  production 
lines,  to  offer  an  ample  product  range  that 
can  exploit  every  niche.  And  the  biggest 
carmaking  groups  are  better  able  to  spread 
the  heavy  cost  of  complying  with  ever 
tougher  environmental  regulation  in  the 
largest  economies. 

Carmakers  are  having  to  hedge  their 
bets,  at  enormous  cost,  on  a  range  of  tech¬ 
nologies  they  hope  will  help  them  comply 
with  stricter  emissions  standards:  battery, 


hybrid  and  hydrogen  fuel-cell  power- 
trains,  as  well  as  improved  petrol  and  die¬ 
sel  engines.  In  an  announcement  that  may 
in  part  have  been  crafted  to  strike  fear  into 
the  hearts  of  smaller  rivals,  vw  said  in  No¬ 
vember  that  it  would  invest  a  whopping 
€84  billion  ($114  billion)  over  the  next  five 
years,  with  two-thirds  going  to  develop 
new  vehicles  and  technology. 

Size  is  in  itself  no  guarantee  of  success, 
nor  are  those  in  carmaking’s  middle  lane 
bound  to  fail.  But  they  are  under  increasing 
pressure  to  find  ways  to  compensate  for 
their  lack  of  scale.  The  most  obvious  is  to 
get  big  by  merging.  On  January  1st  Fiat 
struck  a  $4.35  billion  deal  to  buy  the  41%  of 

I  The  carmaker  in  front  is  Toyota 

World's  biggest  carmaking  groups  by  sales* 
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Chrysler  it  did  not  already  own  from  a 
health-care  trust  for  retired  workers.  Even 
the  merged  Fiat-Chrysler  will  produce 
only  4m  cars.  Fiat  will  dip  into  Chrysler’s 
cash  pile  to  finance  a  new  range  of  models 
in  the  hope  of  boosting  annual  sales  to  6m 
vehicles  and  to  increase  the  proportion  of 
profitable  premium  cars  it  sells  from  its 
sporty  Alfa  Romeo  and  Maserati  ranges. 
But  Fiat  will  remain  weak  in  car-hungry 
Asia  and  could  do  with  another  deal  to 
make  more  inroads  there. 

Deals  of  the  sort  that  will  fully  integrate 
Fiat  and  Chrysler  are  one  way  of  getting 
bigger  but  the  history  of  carmakers  at¬ 
tempting  full  mergers  is  not  a  happy  one. 
Though  several  have  been  mooted  recent¬ 
ly,  such  psa  Peugeot-Citroen  with  gm  Eu¬ 
rope,  they  are  hard  to  pull  off.  Daimler- 
Chrysler  and  bmw  Rover  both  ended  up 
on  the  scrapheap.  In  2005  gm,  fearful  of 
landing  itself  with  a  troubled  partner,  gave 
Fiat  nearly  $2  billion  to  buy  its  way  out  of  a 
deal  that  would  have  forced  it  to  buy  the 
Italian  firm  outright.  Carmakers  are  wary 
of  repeating  the  mistake. 

Another  way  of  bulking  up  is  to  stop 
short  of  a  merger  but  to  build  a  broad  alli¬ 
ance.  Renault  and  Nissan  this  year  cele¬ 
brate  15  years  of  their  partnership  (which 
recently  took  in  AvtovAZ  of  Russia).  The 
combination  of  Nissan’s  technology  and 
cash  and  Renault’s  management  has  kept 
both  firms  alive.  But  although  they  share 
some  platforms  and  parts,  the  two  have 
largely  remained  separate  businesses. 

Alliances  are  typically  complicated  and 
can  come  unstuck  when  the  benefits  to 
both  sides  become  unclear,  says  Andrew 
Bergbaum,  a  consultant  at  AlixPartners. 
Examples  of  this  abound.  Suzuki  and  vw 
fell  out  even  before  they  got  started  on  a 
planned  alliance  to  make  small  cars  for 
emerging  markets,  and  the  matter  has  gone 
to  arbitration.  Last  month  gm  sold  its  7%  ►► 
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►  stake  in  Peugeot,  bought  to  cement  an  alli¬ 
ance  to  build  cars  together,  as  the  potential 
cost  savings  evaporated.  Peugeot  is  now 
seeking  closer  ties  with  Dongfeng,  swap¬ 
ping  its  technology  for  a  road  into  China. 

A  more  common  way  to  exploit  the  ad¬ 
vantages  of  scale  without  the  drawbacks 
of  a  full  merger  or  broad  alliance  is  through 
partnerships  to  share  the  costs  of  specific 
technology.  Developing  the  platforms  that 
underpin  vehicles  or  new  engines  allows 
carmakers  to  share  costs  and  risks.  John 
Leech  of  kpmg,  a  consultant,  reckons  that 
the  industry  has  never  seen  so  many  part¬ 
nerships.  Medium-sized  car  firms  in  partic¬ 
ular  are  looking  for  ways  to  plug  gaps  in 
their  product  ranges  and  technology  or  to 
reach  new  markets.  Such  technology 
agreements  are  a  good  way  of  making 
barely  profitable  models  that  carmakers 
are  producing,  with  reluctance,  only  to 
comply  with  emissions  regulations. 

Carmakers  used  almost  always  to  de¬ 


velop  their  own  engines.  But  as  the  cost  of 
this  has  risen,  and  as  the  car  firms  have 
come  to  realise  how  little  mass-market  cus¬ 
tomers  care  about  who  makes  what  is  un¬ 
der  the  bonnet,  Peugeot  has  teamed  up 
with  both  Ford  and  bmw,  and  gm  Europe 
with  Fiat,  to  develop  engines.  In  China,  all 
foreign  makers  have  had  to  find  local  part¬ 
ners  to  do  the  final  assembly  of  cars,  as  a 
condition  of  setting  up  production  in  the 
world’s  largest  market. 

Born  of  a  crisis 

The  Hyundai-Kia  group  of  South  Korea  is 
another  maker  with  prospects  of  joining 
the  10m  club  one  day.  Between  them  the 
two  firms  first  dominated  their  home  mar¬ 
ket  (Kia  in  partnership  with  Ford),  before 
Kia  came  under  the  wing  of  Hyundai  dur¬ 
ing  the  1997-98  Asian  financial  crisis.  Being 
part  of  a  conglomerate  that  includes  a  big 
steelmaker  has  also  helped  the  group  con¬ 
tinue  to  gain  critical  mass.  It  has  overtaken 


Electric  cars 

Charging  into  America 

SHANGHAI 

Chinese  firms  are  keen  on  America’s  battery-vehicle  market 


TESLA,  an  American  electric-car 
manufacturer,  is  the  darling  of  in¬ 
vestors  and  the  most  visible  success  in  a 
business  more  notable  for  its  failures.  The 
praise  it  has  attracted  is  encouraging 
Chinese  firms  to  try  to  enter  the  Ameri¬ 
can  market.  A  Hong  Kong  company  and  a 
mainland  firm  are  battling  for  control  of 
Fisker,  a  failed  maker  of  hybrid-electric 
cars  based  in  California;  a  court  hearing 
due  on  January  10th  will  consider  credi¬ 
tors’  calls  for  an  open  auction.  And  byd, 
another  Chinese  mainland  firm,  said  this 
week  it  would  start  selling  its  own  elec¬ 
tric  cars  in  America  next  year. 

In  2009,  when  America’s  Department 
of  Energy  (doe)  agreed  to  give  Fisker  a 
big  “green  energy”  loan  to  start  produc¬ 
tion  of  its  sleek  Karma  sports  car,  it 
looked  like  posing  a  serious  threat  to 
Tesla.  But  Fisker  was  brought  down  by 
quality  problems,  poor  management  and 
the  financial  difficulties  of  A123,  its  bat¬ 
tery  supplier  (although  it  too  enjoyed  the 
taxpayers’  largesse).  Production  of  the 
Karma  ceased  in  late  2012  and,  last  No¬ 
vember,  Fisker  followed  A123  into  bank¬ 
ruptcy.  Hybrid  Tech  Holdings,  controlled 
by  Richard  Li-a  son  of  Li  Ka-shing,  Hong 
Kong’s  richest  tycoon-bought  the  doe’s 
loan  to  Fisker  at  a  big  discount  and  is  now 
seeking  to  use  its  influence  as  a  creditor  to 
win  control  of  the  collapsed  firm. 

Fisker’s  managers  support  Mr  Li’s  bid. 
But  many  of  the  company’s  unsecured 
creditors  prefer  the  rival  takeover  propos¬ 
al,  from  Wanxiang,  a  giant  Chinese  mak¬ 


er  of  car  parts  which  aspires  to  go  big  into 
electric  cars.  It  has  already  bought  A123 
and  plans  to  revive  production  of  the 
Karma,  assembling  it  in  America  rather 
than,  as  before,  in  Finland. 

For  all  the  excitement  about  Tesla, 
battery  cars  have  in  general  been  selling 
like  pork  pies  at  a  vegetarians’  conven¬ 
tion.  Yet  this  is  deterring  neither  Fisker’s 
rival  bidders  nor  byd,  which  has  Warren 
Buffett  as  a  shareholder,  byd  has  already 
persuaded  Los  Angeles  to  accept  a  hand¬ 
ful  of  its  expensive  electric  buses,  but 
getting  motorists  to  buy  pricey  battery 
cars  from  a  firm  they  have  not  heard  of 
will  be  quite  a  challenge.  Neither  byd 
nor  any  other  Chinese  firm  has  yet  pro¬ 
duced  an  electric  car  of  anything  like  the 
quality  of  Tesla’s  Model  s,  which  motor¬ 
ing  pundits  have  showered  with  plau¬ 
dits.  Even  in  China,  where  big  subsidies 
and  other  inducements  are  on  offer, 
buyers  have  spurned  their  clunkers. 

So  Fisker’s  Chinese  bidders  may  be 
spared  a  lot  of  grief  and  wasted  money  if 
American  xenophobia  and  irrational 
China-bashing  block  their  entry.  In  the 
most  recent  episode  of  “60  Minutes”,  an 
American  television  programme,  a  re¬ 
porter  complains  to  a  Wanxiang  exec¬ 
utive  that  “there’s  something  that  just 
doesn’t  feel  right  about  a  Chinese  com¬ 
pany  coming  in  and  scooping  it  all  up 
after  the  taxpayers  put  so  much  money 
into  it. .  .you’re  here  just  to  take  our  high- 
tech.”  Tesla’s  all-American  cars  will 
enjoy  an  open  road  for  some  years  yet. 
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Ford,  whose  plan  seems  to  be  to  muddle 
along  in  the  middle  by  cutting  its  number 
of  brands  and  platforms.  Although  it  is  try¬ 
ing  to  revive  the  faded  Lincoln  premium 
brand,  it  sells  almost  all  its  cars  with  the 
“Blue  Oval”  badge. 

Max  Warburton  of  Sanford  C.  Bern¬ 
stein,  a  research  firm,  says  that  size  also 
comes  with  risks.  Producing  vehicles  for 
every  region  in  every  segment  means 
manufacturing  a  vast  array  of  cars  that  add 
cost  and  complexity  without  necessarily 
contributing  much  profit.  The  mass-mar¬ 
ket  seat  and  Skoda  brands  bulk  up  vw’s 
sales  but  it  makes  most  of  its  money  from 
flashy  Audis  and  Porsches. 

However,  the  game  that  the  biggest  car- 
makers  are  in  is  to  survive  for  the  long  term 
as  the  stragglers  fall  by  the  wayside.  Every 
small  seat  that  vw  sells  at  a  big  discount 
is  a  sale  denied  to  a  struggling  European  ri¬ 
val,  making  it  harder  for  it  to  stick  around 
to  compete.  ■ 


IBM 

A  cure  for  the  Big 
Blues 

NEWYORK 

The  technology  giant  asks  Watson  to  get 
it  growing  again 

4tTT’S  a  silly  project  to  work  on,  it’s  too 
A  gimmicky,  it’s  not  a  real  computer-sci¬ 
ence  test,  and  we  probably  can’t  do  it  any¬ 
way.”  These  were  reportedly  the  first  reac¬ 
tions  of  the  team  of  ibm  researchers 
challenged  to  build  a  computer  system  ca¬ 
pable  of  winning  “Jeopardy!”,  a  television, 
quiz  show.  Yet  within  five  years  they  had 
created  Watson  (named  after  Thomas  Wat¬ 
son,  who  built  up  the  company),  which 
used  natural-language  programming  to 
understand  questions  the  way  a  human 
would,  and  massive  processing  power  to 
find  the  likeliest  answer  from  vast 
amounts  of  data.  In  February  2011  it  beat 
two  human  “Jeopardy!”  champions  in  a 
public  showdown.  Now,  less  than  three  ►► 

I  Watson,  why  are  my  shares  down? 

IBM, 2004=100 
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years  later,  Watson  is  being  touted  as  a 
business  opportunity  potentially  so  lucra¬ 
tive  it  can  get  Big  Blue  out  of  what  has  start¬ 
ed  to  look  like  a  serious  growth  problem. 

On  January  9th,  with  much  fanfare,  the 
computing  giant  announced  plans  to  in¬ 
vest  $1  billion  in  a  new  division,  ibm  Wat¬ 
son  Group.  By  the  end  of  the  year,  the  divi¬ 
sion  expects  to  have  a  staff  of  2,000  plus  an 
army  of  external  app  developers  working 
within  its  “open  Watson  ecosystem”.  It 
also  unveiled  a  raft  of  new  projects  under 
development,  on  top  of  the  handful  al¬ 
ready  revealed  in  health  care,  financial  ser¬ 
vices  and  retailing  with  firms  such  as  Well¬ 
Point  and  the  Cleveland  Clinic.  Mike 
Rhodin,  who  will  run  the  new  division, 
calls  it  “one  of  the  most  significant  innova¬ 
tions  in  the  history  of  our  company.”  Ginni 
Rometty,  ibm’s  boss  since  early  2012,  has 
reportedly  predicted  that  it  will  be  a  $10  bil¬ 
lion  a  year  business  within  a  decade. 

That  is  the  sort  of  success  Ms  Rometty 
badly  needs.  Though  ibm’s  profits  have 
kept  rising,  investors  have  become  doubt¬ 
ful  about  where  its  future  growth  will 
come  from,  so  its  shares  have  fallen  by  al¬ 
most  13%  since  their  peak  last  March  (see 
chart  on  previous  page),  even  as  tech 
stocks  and  the  broader  stockmarket  have 
soared.  Stanley  Druckenmiller,  a  hedge- 
fund  manager,  said  in  November  that  his 
bet  against  the  firm  was  “one  of  the  more 
higher-probability  shorts  I  have  seen  in 
years,”  because  “ibm  is  old  technology  be¬ 
ing  replaced  by  cloud  technology.” 

Since  Ms  Rometty  took  over,  investors 
have  put  up  with  ibm  falling  short  of  an¬ 
alysts’  expectations  for  its  revenues  while 
it  seemed  to  be  making  a  shift  to  higher- 
margin  businesses.  Now,  though,  some  are 
worried  that  the  strategy  has  run  out  of 
steam  and  that  Ms  Rometty  will  not 
achieve  the  $20  of  earnings  per  share  she 
has  promised  them  in  2015  (from  $14-37  in 
2012).  Analysts  at  csfb,  an  investment 
bank,  recently  said  that  ibm  is  making  over 
half  of  its  earnings  gains  from  “lower-qual¬ 
ity  means”  such  as  share  buy-backs  and 
cost  cutting. 

ibm  insists  it  remains  on  target  to  reach 
$20  a  share.  But  Ms  Rometty  has  shuffled 
her  team  in  an  effort  to  boost  performance. 
She  has  also  moved  ibm  into  the  cloud.  In 
June  it  bought  Softlayer,  a  rising  star  of 
cloud  computing,  for  an  estimated  $2  bil¬ 
lion.  That  followed  a  painful  loss  to  Ama¬ 
zon  in  a  battle  to  win  a  contract  to  build  a 
private  cloud  for  the  cia. 

The  cloud  is  a  key  part  of  the  Watson 
strategy,  with  $ioom  allocated  to  invest  in 
building  an  “ecosystem”  of  independent 
Watson  app  developers.  “This  is  the  right 
strategy  for  getting  rapid  growth,”  says  Ja¬ 
mie  Popkin  of  Gartner,  a  research  firm.  So 
too,  he  thinks,  is  ibm’s  initial  focus  on  ap¬ 
plying  Watson  to  industries  such  as  health 
and  finance,  which  rely  on  expensive  hu¬ 
man  advisers.  There  are  good  prospects  of 


training  Watson  to  understand  “best  prac¬ 
tice”  in  such  things  as  cancer  diagnosis  and 
wealth  management,  and  to  produce  sen¬ 
sible  results,  based  on  its  ability  to  sift 
through  a  mass  of  data. 

Watson  is  now  smaller,  more  efficient 
and  “24  times  faster”  than  when  it  won 
“Jeopardy!”,  says  Mr  Rhodin.  Although 
competitors  from  Apple  to  Microsoft  are 
also  investing  in  some  form  of  natural-lan¬ 
guage  question-answering  technology, 
“We  are  way  out  in  front,”  he  boasts. 

The  computer  is  some  way  from  mak¬ 
ing  doctors  and  financial  advisers  redun¬ 
dant.  However,  ibm  is  “well-placed  to  pro¬ 
vide  them  with  expert  advice”  says  Barney 
Pell,  founder  of  Powerset,  a  natural-lan¬ 
guage  search  engine  bought  by  Microsoft 
in  2008.  Whether  the  firm  can  commer¬ 
cialise  the  opportunity  fast  enough  to  si¬ 
lence  its  doubters  is  a  question  that,  for 
now,  not  even  Watson  can  answer.  ■ 


Samsung 

Fluffed  lines 


The  South  Korean  giant  has  a  lousy  start 
to  the  new  year 

THE  last  51  weeks  of  2014  will  be  better 
than  the  first  one.  Or  so  Samsung’s 
bosses  will  hope  after  two  toe-curlers  in  as 
many  days.  On  January  6th,  at  the  Con¬ 
sumer  Electronics  Show  (ces),  a  trade  fair 
in  Las  Vegas,  Michael  Bay,  director  of  the 
“Transformer”  films,  was  due  to  extol  a 
new  Samsung  television  with  a  105-inch 
curved  screen.  Alas,  the  autocue  froze-as 
did  Mr  Bay,  who  walked  off  the  stage.  The 
next  day  Samsung  Electronics,  the  part  of 
the  South  Korean  conglomerate  that 
makes  mobile  devices,  consumer  electron¬ 
ics,  semiconductors  and  display  panels, 
admitted  that  in  the  last  quarter  of  2013  it 


had  fallen  far  short  of  analysts’  forecasts. 

Samsung  Electronics’  operating  profit 
in  the  fourth  quarter  fell  for  the  first  time  in 
more  than  two  years,  to  about  8.3  trillion 
won  ($7.8  billion),  18%  less  than  in  the  third. 
Analysts  had  hoped  for  10  trillion  won  or 
more.  Revenue  was  around  59  trillion 
won,  flat  from  the  third  quarter.  Rumours 
of  a  miss  had  already  cropped  9%  from  the 
share  price  since  December  23rd. 

Unlike  the  autocue,  Samsung  Electron¬ 
ics  has  not  gone  phut.  The  full  results  are 
due  later  this  month,  and  the  company  is 
giving  no  more  details  yet,  but  most  of  the 
shortfall  can  probably  be  ascribed  to  tem¬ 
porary  factors.  Samsung  Electronics  has 
handed  maybe  800  billion  won  to  its  staff 
in  a  special  bonus.  Mark  Newman  of  San¬ 
ford  C.  Bernstein,  a  research  firm,  reckons 
that  the  strength  of  the  won,  which  is  at  a 
four-year  (trade-weighted)  high,  accounts 
for  another  700  billion  won. 

Mr  Newman  adds  that  in  the  second 
and  third  quarters  Samsung  Electronics— 
which  sells  more  smartphones  than  any¬ 
one  else-shipped  more  devices  than  oper¬ 
ators  could  shift,  leaving  them  with  bigger 
inventories  than  usual.  So  Samsung  proba¬ 
bly  shipped  fewer  to  them  in  the  fourth 
quarter.  But  over  the  whole  year,  ship¬ 
ments  grew  by  half  and  Samsung  won 
market  share  from  Apple  at  the  pricier  end 
of  the  market.  “Operating  profits  were  up 
substantially,  too,”  Mr  Newman  says;  “just 
the  timing  was  different.” 

A  more  niggling  worry  is  that  the  com¬ 
pany  is  starting  to  find  the  market  for  mo¬ 
bile  devices  harder  work,  idc,  another  re¬ 
search  firm,  expects  smartphone  ship¬ 
ments  to  grow  by  18.4%  a  year  between 
2013  and  2017.  That  sounds  dandy  for  Sam¬ 
sung,  but  the  fastest  growth  is  in  cheaper 
phones,  where  competition  is  getting  fierc¬ 
er  and  margins  thinner.  Dozens  of  Chinese 
companies  are  making  cheap  devices  that 
are  improving  all  the  time,  idc  predicts 
that  average  prices  will  fall  by  7-3%  a  year. 

However,  given  Samsung’s  sheer  scale 
and  the  range  of  its  phones  at  all  prices,  it  is 
probably  as  well  placed  as  anybody.  An¬ 
alysts  at  Nomura,  a  bank,  point  out  that  al¬ 
though  cheaper  smartphones  command 
lower  margins  than  dearer  ones,  they  are 
at  least  more  profitable  than  basic  “build¬ 
er’s  phones”.  And  the  margins  on  Sam¬ 
sung’s  tablets  (a  faster-growing  market 
than  smartphones)  are  rising. 

Breadth  was,  in  effect,  Samsung’s  pitch 
at  ces.  As  well  as  its  gargantuan  tvs  it 
showed  off  new  tablets,  washing  ma¬ 
chines  and  more-and  a  platform  called 
Smart  Home,  on  which  all  manner  of  ap¬ 
pliances  could  be  controlled  from  inside  or 
outside  the  home.  The  connected  home 
has  been  a  technologists’  dream  for  years: 
the  industry  is  about  to  find  out  how  many 
people  want  it  in  reality.  Mr  Bay  may  have 
been  lost  for  words,  but  Samsung  is  not 
lost  for  ideas-nor  for  money.  ■ 
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BERLIN 

Political  pressure  and  bribery  allegations  are  unlikely  to  hurt  Germany’s  exporters 
of  military  equipment 


German  weapons  firms 

No  farewell  to  arms 


SINCE  the  second  world  war,  Germany 
has  rarely  sent  soldiers  to  combat  zones. 
But  it  exports  a  lot  of  weapons:  more  than 
Britain,  France  or  any  other  country  be¬ 
sides  America  and  Russia.  Some  German 
makers  of  military  gear  are  part  of  civilian 
industrial  giants,  such  as  Airbus  Group 
(which  has  dropped  its  ungainly  old  name, 
eads,  to  adopt  the  brand  of  its  commer¬ 
cial-aircraft  business),  and  ThyssenKrupp, 
a  steelmaker.  But  the  biggest  German  com¬ 
pany  known  mainly  for  weapons,  Rhein- 
metall,  is  just  26th  in  the  world  league  of 
arms-exporting  firms.  And  Krauss  Maffei 
Wegmann  (kmw),  which  makes  the  Leop¬ 
ard  2  tank  (pictured),  is  54th. 

Germans  are,  in  general,  proud  of  their 
export  prowess.  But  although  foreign  sales 
of  weaponry  bring  in  almost  €1  billion 
($1.4  billion)  a  year,  they  are  a  delicate  sub¬ 
ject,  and  lately  beset  by  bad  press.  Several 
German  firms  are  accused  of  bribery  in 
Greece.  A  former  defence  official  there  has 
said  that  of  €8m  in  bribes  he  took,  €3. 2m 
came  from  German  firms,  including  Weg¬ 
mann  (now  part  of  kmw)  and  Rhein- 
metall.  On  January  3rd  kmw’s  alleged 
middleman  was  detained  after  a  court 
hearing.  The  firm  itself  denies  any  bribery. 
Atlas,  a  maker  of  naval  weapons  owned 
jointly  by  Airbus  and  ThyssenKrupp,  is  un¬ 
der  fire  too.  A  former  representative  in  Ath¬ 
ens  has  reportedly  admitted  to  bribery;  the 
company  says  it  is  investigating  the  matter. 

On  another  front,  the  industry  faces 
criticism  over  the  countries  it  sells  to-most 
recently  over  a  deal  to  sell  Leopard  2s  to 
Saudi  Arabia.  Arms  sales  to  anywhere  oth¬ 
er  than  nato  and  “NATO-equivalent” 


countries  are  in  principle  forbidden.  But 
the  Federal  Security  Council,  headed  by 
Chancellor  Angela  Merkel,  can  approve  ex¬ 
ceptions  when  foreign  policy  dictates,  as 
long  as  they  do  not  harm  human  rights. 

Peace  campaigners  fear  that  the  excep¬ 
tions  are  becoming  less  exceptional,  nato 
countries’  budgets  are  being  squeezed,  so 
Germany’s  armsmakers  are  looking  far¬ 
ther  abroad.  Rheinmetall,  for  example,  has 
a  target  of  50%  of  exports  outside  Europe 
by  2015.  Asia  is  a  growing  target:  Singapore 
recently  signed  a  €1.6  billion  deal  for 
ThyssenKrupp  submarines. 

German  small  arms  are  also  popular. 
Heckler  &  Koch’s  G3  rifle  (together  with  its 
variants)  is  the  world’s  most  popular  after 
the  Russian  AK-47.  Germany  was  a  leader 
in  pushing  the  un  to  restrict  the  flow  of 
small  arms  to  war-torn  countries.  But  such 
weapons  leak  across  borders  nonetheless. 
This  is  why  Helmut  Schmidt,  a  former 
chancellor,  in  December  urged  Germany 
to  restrict  arms  exports,  calling  gun  deaths 
a  slow-motion  Hiroshima  and  Nagasaki. 
His  fellow  Social  Democrat,  Frank-Walter 
Steinmeier,  promised  to  restrict  sales  if  his 
party  made  it  into  government  after  last 
September’s  elections.  It  did:  Mr  Stein¬ 
meier  is  now  foreign  minister,  and  sits  on 
the  Federal  Security  Council. 

But  Germany’s  arms  exports  are  proba¬ 
bly  in  little  danger,  since  they  have  the 
same  reputation  for  reliability  as  its  cars 
and  other  industrial  goods.  Even  Pieter 
Wezeman  of  the  Stockholm  International 
Peace  Research  Institute,  a  critic  of  weap¬ 
ons  sales,  compares  a  Heckler  &  Koch  gun 
to  a  high-quality  Leica  camera.  Though 


German  soldiers  mostly  stay  clear  of  com¬ 
bat  zones,  German  weapons  are  battle- 
tested;  Leopard  tanks  in  the  former  Yugo¬ 
slavia  and  Afghanistan,  for  example. 

Moreover,  there  are  ways  to  lessen  the 
controversy  of  selling  things  used  to  wage 
war.  For  example,  making  guns  for  a  fighter 
jet  assembled  elsewhere  is  less  visible  than 
selling  a  German-made  tank.  Military  tran¬ 
sport,  logistics,  surveillance  and  protective 
equipment  together  account  for  five  times 
as  much  of  German  defence  firms’  output 
as  weapons  and  ammunition— and  are  less 
likely  to  be  blamed  for  civilian  casualties. 
Stephan  Boehm,  an  analyst  at  Commerz¬ 
bank,  sees  such  non-lethal  materiel  as  a 
bright  spot  for  German  exporters.  The  flag¬ 
ging  fortunes  of  Rheinmetall,  in  particular, 
should  be  restored  by  strong  sales  of  the 
armoured  transporters  it  produces  in  a 
joint  venture  with  man,  a  lorry-maker. 

Critics  say  the  government  is  too  will¬ 
ing  to  let  arms  firms  export  to  dodgy  re¬ 
gimes.  The  Federation  of  German  Security 
&  Defence  Industries  argues  that  strong  ex¬ 
ports  are  crucial  to  spread  the  develop¬ 
ment  costs  of  the  equipment  Germany 
needs  to  defend  itself.  This  would  be  less 
of  a  problem,  the  lobby  group  admits,  if 
Europe’s  fragmented  defence  industry 
were  consolidated;  it  says  the  government 
should  not  have  vetoed  a  proposal  last 
year  to  merge  eads  with  bae  Systems  of 
Britain.  Weapons  account  for  less  than  1% 
of  Germany’s  exports.  But  it  is  a  1%  that  it, 
like  other  countries,  is  loth  to  give  up.  ■ 


Cruise  operators 

Sailing  into 
headwinds 

Having  overcome  a  string  of  disasters, 
big  cruise  lines  face  new  competitors 

FOR  the  cruise  business,  January  and 
February,  the  “wave  season”,  are  the 
busiest  months  for  passengers  booking 
their  trips.  So  it  was  especially  unfortunate 
when,  on  January  13th  two  years  ago,  the 
Costa  Concordia,  owned  by  a  subsidiary  of 
Carnival,  the  world’s  biggest  cruise  line, 
sank  off  the  coast  of  Italy,  with  the  loss  of 
32  lives.  The  following  month  a  fire  on  the 
Costa  Allegro,  owned  by  the  same  line, 
added  to  the  bad  publicity. 

The  industry’s  worst  fears,  of  a  collapse 
in  cruise  bookings,  proved  to  be  mis¬ 
placed.  Worldwide,  cruise  ships’  passen¬ 
ger  numbers  rose  in  2012  and  2013,  in  spite 
of  the  accidents.  And  Carnival  remained 
profitable,  as  did  its  two  main  rivals,  Royal 
Caribbean  International  (rcl)  and  Nor¬ 
wegian  Cruise  Lines  (ncl).  Revenues  were 
hit,  but  they  have  begun  to  bounce  back. 
Carnival’s  revenues  started  to  rise  again  in  ►► 
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2013,  and  analysts  also  expect  both  rcl 
and  ncl  to  report  strong  growth  this  year. 

But  the  European  cruise  market  is  still 
stagnant,  in  part  because  of  the  continent’s 
continuing  economic  crisis.  Cruise  lines 
have  been  forced  to  look  elsewhere  for 
growth.  Both  Carnival  and  rcl  have  shift¬ 
ed  capacity  from  Europe  to  the  Caribbean, 
according  to  Ian  Rennardson  at  Jefferies,  a 
bank.  However,  many  of  the  American 
and  Canadian  travellers  that  were  sup¬ 
posed  to  fill  those  ships  were  put  off  by  a 
fire  on  the  Carnival  THumph  as  it  sailed  the 
Gulf  of  Mexico,  in  early  2013. 

So  the  big  cruise  lines  have  stepped  up 
their  efforts  to  expand  in  Asia.  Carnival 
forecasts  that  Asia’s  share  of  the  global 
cruise  market  will  double  to  20%  in  2020. 
America  will  remain  the  biggest  single 
market  for  selling  cruises  for  the  foresee¬ 
able  future,  but  World  Travel  Market,  a 
trade  association,  reckons  that  China  will 
come  from  nowhere  to  become  the  sec¬ 


ond-largest  market  by  2017,  despite  the 
cooling  of  the  country’s  growth  rate.  Carni¬ 
val  opened  five  new  sales  offices  in  China 
last  year. 

As  they  seek  to  attract  more  of  Asia’s 
middle  classes,  the  cruise  lines  are  guess¬ 
ing  that  they  will  want  fewer  black-tie  din¬ 
ners  and  more  gambling  and  shopping 
than  their  Western  counterparts.  Asian 
cruisers  also  seem  to  prefer  shorter  trips,  so 
itineraries  are  being  trimmed. 

The  cruise  lines  have  not  yet  given  up 
on  Europe  and  America.  Carnival  in  partic¬ 
ular  has  been  “working  harder”  to  attract 
first-time  cruisers  in  its  traditional  markets 
since  the  Costa  Concordia  disaster,  says  Ke¬ 
vin  Milota  of  J.P.Morgan,  a  bank.  To  make 
cruises  appeal  to  more  than  just  wrinklies, 
they  are  spending  more  on  marketing  to 
younger  families  and  other  groups,  and  in¬ 
vesting  in  children’s  clubs  and  extreme- 
sports  activities  on  board,  such  as  rock- 
climbing.  Now  more  than  40%  of  first-time 


Cosmetics 

Because  it’s  no  longer  worth  it 

SHANGHAI 

Foreign  cosmetics-makers  are  scaling  back  their  ambitions  in  China 


BEAUTY  is  big  business  in  China.  The 
country’s  cosmetics  market  is  worth 
$26  billion  a  year,  making  it  the  third- 
biggest  in  the  world.  Euromonitor,  a 
research  firm,  believes  it  will  grow  8% 
each  year  from  now  to  2017. 

It  would  seem  surprising,  then,  that 
some  of  the  world’s  best-known  brands 
are  giving  up  on  such  an  attractive  mar¬ 
ket.  This  week  L’Oreal  of  France,  the 
world’s  biggest  cosmetics  firm,  said  that  it 
will  stop  selling  its  Gamier  line  of  beauty 
products  in  China.  This  came  on  the 
heels  of  an  announcement  by  Revlon,  an 
American  rival,  that  it  would  leave  the 
country  altogether. 

L’Oreal  insists  that  this  is  not  a  step 
back  from  the  Chinese  market,  of  which 
it  commands  an  n%  share,  but  rather  a 
shift  in  strategy.  It  says  it  will  henceforth 
concentrate  on  selling  Chinese  consum¬ 
ers  its  L’Oreal  Paris  and  Maybelline  New 
York  lines,  which  are  doing  better  than 
the  flagging  Gamier  brand.  Revlon  has 
done  rather  less  well  in  China,  which 
accounts  for  a  tiny  share  of  its  global 
revenues.  It  is  said  to  have  suffered  a  big 
fall  in  sales  in  recent  months  and  blames 
this  on  a  slowing  Chinese  economy. 

A  few  years  ago,  when  China’s  annual 
gdp  growth  was  in  double  digits  and  its 
consumers  had  barely  begun  to  sate  their 
repressed  desire  for  foreign  luxury,  the 
firms  that  sold  it  set  themselves  ambi¬ 
tious  targets.  Now  China  is  coming  to 
resemble  a  more  normal  emerging  mar¬ 
ket:  still  with  much  potential  for  growth, 


but  with  no  guarantee  that  every  fancy 
foreign  product  entering  it  will  get  a  piece 
of  the  action.  Sales  of  beauty  products 
grew  by  justio%  last  year,  by  one  esti¬ 
mate,  down  from  15%  two  years  earlier. 
Price  wars  between  online  cosmetics 
retailers  are  causing  heavy  discounting  of 
brands  that  are  supposed  to  be  reassur¬ 
ingly  expensive.  Consumers  are  becom¬ 
ing  more  sophisticated,  and  are  increas¬ 
ingly  unwilling  to  pay  a  premium  for  all 
but  the  very  best  brands. 

At  the  same  time  costs  are  high  and 
soaring.  Wages  for  the  legions  of  “beauty 
assistants”  and  other  saleswomen  need¬ 
ed  to  peddle  all  these  lotions  and  potions 
are  rising  at  double-digit  rates  annually. 
Marketing  and  logistics,  in  such  a  huge 
and  diverse  country,  are  complex.  To  cap 
it  all,  Chinese  cosmetics  firms  are  quickly 
catching  up  with  the  foreign  ones. 

China’s  legal  requirement  that  all 
cosmetics  be  tested  on  animals  (which  is 
banned  in  Europe)  not  only  adds  to  West¬ 
ern  firms’  costs  but  also  causes  them 
public-relations  problems  back  home. 
Revlon’s  announcement  of  a  withdrawal 
from  China  was  quickly  picked  up  by  an 
activists’  website,  which  expressed  the 
hope  that  this  would  now  mean  the  firm 
lived  up  to  its  “cruelty-free”  promise. 

As  the  costs  rise  and  the  growth  slows, 
L’Oreal  and  Revlon  are  unlikely  to  be  the 
last  foreign  cosmetics  firms  to  think  again 
about  their  ambitions  in  China.  Peddling 
pots  of  pricey  gunk  just  isn’t  as  easy  as  it 
used  to  be. 


cruisers  worldwide  are  under  40. 

Although  ncl,  the  smallest  of  the  big 
three,  is  expanding  rapidly,  the  two  largest 
lines  are  finding  that  more  specialist  cruise 
lines  are  starting  to  eat  away  at  their  mar¬ 
ket  share.  Saga,  a  holiday  firm  that  special¬ 
ises  in  catering  to  the  over-sos,  is  taking  a 
chunk  of  the  larger  lines’  core  market  of  el¬ 
derly  consumers  who  prefer  a  more  lei¬ 
surely  pace  of  cruising.  Disney’s  cartoon- 
themed  cruises  have  increased  their  mar¬ 
ket  share  by  appealing  to  those  with  young 
children. 

The  big  lines  are  also  threatened  by  the 
rising  popularity  of  ships  that  are  market¬ 
ed  to  speakers  of  a  language  other  than 
English,  says  Douglas  Ward,  a  cruise-ship 
expert.  Travellers  from  some  countries 
would  rather  hear  their  native  tongue  on 
board.  This  is  why  Carnival  and  ncl  have 
failed  to  make  big  inroads  into  the  Japa¬ 
nese  market.  Now,  Hapag-Lloyd’s  single¬ 
language  German  ships  are  gaining  market 
share  in  its  home  country.  And  Portuscale 
Cruises,  founded  last  year  with  four  Portu¬ 
guese-speaking  ships,  has  already  grabbed 
a  chunk  of  Portugal’s  cruise  market  from 
the  big  lines.  Industry  insiders  admit  pri¬ 
vately  that  their  hopes  of  winning  a  large 
share  of  the  emerging  Chinese  market 
could  be  dashed  by  the  emergence  of  local 
lines  offering  cruises  in  Mandarin,  Canton¬ 
ese  and  so  on. 

Already  the  dominance  of  Carnival 
and  rcl  is  starting  to  ebb.  Their  combined 
global  market  share  dropped  from  77%  in 
2011  to  72%  in  2013,  reckons  Cruise  Market 
Watch,  a  data-provider.  Their  expansion 
into  new  markets  may  not  be  enough  to 
make  up  for  the  share  they  are  losing  in 
older  ones.  Although  business  has  held  up 
better  than  expected  after  the  Costa  Con¬ 
cordia  and  other  disasters,  more  turbulent 
waters  lie  ahead.  ■ 
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Schumpeter  |  From,  dodo  to  phoenix 


Conglomerates,  once  seen  as  heading  for  extinction,  are  spreading  their  wings 


A  DAM  SMITH  once  said  that  “there  is  a  great  deal  of  ruin  in  a 
/“Vnation.”  There  is  also  a  great  deal  of  ruin  in  some  kinds  of 
business  organisations.  Management  theorists  have  been  pre¬ 
dicting  the  death  of  conglomerates  for  decades.  Stockmarkets  ap¬ 
ply  a  “conglomerate  discount”  to  the  price  of  their  shares.  Inves¬ 
tors  argue  that  it  is  better  to  bet  on  several  focused  companies 
than  a  single  diversified  one.  Business  writers  routinely  apply  the 
adjectives  “bloated”  and  “unwieldy”  when  mentioning  con¬ 
glomerates.  And  yet,  almost  everywhere,  they  continue  to  thrive. 

The  contrast  between  theory  and  practice  is  forcing  manage¬ 
ment  gurus  to  reconsider.  The  academic  literature  is  bristling 
with  second  thoughts  on  conglomerates.  Some  articles  are 
gung-ho:  December’s  Harvard  Business  Review  explained  “Why 
Conglomerates  Thrive  (Outside  the  us)”.  Some  are  fence-sitting: 
September’s  Journal  of  Corporate  Finance  asked,  “Conglomerates 
on  the  Rise  Again?”  The  Journal  of  Financial  Economics  and  the 
Strategic  Management  Journal  have  also  weighed  in. 

Conglomerates  are  at  the  heart  of  the  Asian  miracle:  consul¬ 
tants  at  McKinsey  calculate  that  over  the  past  decade  conglomer¬ 
ates  made  up  about  80%  of  the  largest  50  companies  by  revenue 
in  South  Korea;  and  their  revenues  grew  on  average  by  11%  a  year. 
In  India  conglomerates  constituted  90%  of  the  top  50  companies 
(excluding  state  firms),  and  had  average  revenue  growth  of  23%  a 
year.  Tarun  Khanna  of  Harvard  Business  School  has  argued  that 
emerging-world  conglomerates  are  transient  phenomena:  they 
have  thrived  because  businesses  need  to  compensate  for  the 
underdeveloped  nature  of  the  local  market  (or  fill  in  “institution¬ 
al  voids”,  as  he  puts  it).  They  will  have  to  focus  as  those  markets 
develop,  he  says.  But  the  opposite  seems  to  be  happening.  The 
past  decade  has  seen  institutional  voids  being  filled  in  rapidly 
across  the  emerging  world.  But  conglomerates  have  outper¬ 
formed  their  more  focused  rivals.  South  Korea  and  Singapore 
have  joined  the  ranks  of  developed  economies,  yet  their  con¬ 
glomerates  still  thrive.  Emerging-world  conglomerates  such  as 
the  Tata  group  have  also  succeeded  in  the  rich  world. 

j.  Ramachandran  of  the  Indian  Institute  of  Management  Ban¬ 
galore  says  all  this  shows  that  conglomerates  are  not  just  a  symp¬ 
tom  of  a  difficult  business  climate;  they  have  advantages  that 
more  streamlined  firms  lack.  They  can  cross-pollinate  ideas 


across  different  businesses:  Tata’s  Swach,  a  cheap  water-purifier, 
incorporates  expertise  from  both  Tata  Consulting  Services  and 
Tata  Chemicals.  They  can  also  cross-subsidise  risky  ventures:  Ma- 
hindra  Group,  another  Indian  giant,  could  rely  on  its  solid  tractor¬ 
making  business  as  it  took  a  punt  on  time-share  properties;  now 
Mahindra  Holidays  &  Resorts  is  valued  at  more  than  $soom. 

Mr  Ramachandran  says  that,  unlike  the  typical  American  con¬ 
glomerate,  those  in  the  emerging  world  often  have  one  person  or 
family  as  the  dominant  owner.  Despite  this,  their  divisions  have 
more  independence  than  the  typical  Western  conglomerate’s  do: 
they  often  have  separate  boards  and  stockmarket  listings.  These 
groups’  parent  companies  vary  enormously  in  their  competence, 
Mr  Ramachandran  notes.  Some  are  “evangelical  architects”  that 
focus  on  shaping  the  industries  they  enter.  Others  are  “absentee 
landlords”  that  just  extract  rent.  That  said,  the  overall  quality  is 
going  up.  Tata’s  decision  to  create  a  group  executive  office  in  1998 
to  explore  synergies  between  different  businesses  soon  found 
imitators  among  other  Indian  conglomerates. 

The  rich  world’s  hostile  climate  for  conglomerates  since  the 
1960s  has  meant  that  only  the  fittest  survive.  Adaptability  is  key: 
ge,  the  T.  rex  of  the  clade,  this  week  took  the  latest  step  in  its  con¬ 
tinual  reinvention  by  buying  three  medical  companies.  Guided 
by  Warren  Buffett’s  management  philosophy  and  financed  by  its 
profits  from  insurance,  Berkshire  Hathaway,  with  its  roots  in  tex¬ 
tiles,  has  moved  into  everything  from  railways  to  newspapers. 

As  in  emerging  economies,  Western  conglomerates  enjoy  ad¬ 
vantages  that  focused  businesses  lack:  In  “The  Deep-Pocket  Effect 
of  Internal  Capital  Markets”,  Xavier  Boutin  of  the  European 
Commission  and  his  co-authors  demonstrate  that  diverse  French 
business  groups  routinely  use  their  deep  pockets  to  dissuade 
competitors  from  entering  their  markets  or  to  force  their  way  into 
new  markets  themselves.  Rich-world  conglomerates  did  relative¬ 
ly  well  in  the  financial  crisis:  Christin  Rudolph  and  Bernhard 
Schwetzler  of  Leipzig  Graduate  School  of  Management  calculate 
that  the  conglomerate  discount  fell  during  the  crisis  from  12.7%  to 
6%  in  western  Europe  and  from  10.8%  to  7.2%  in  America.  In  the 
Asia-Pacific  region  conglomerates  enjoy  a  stockmarket  premium; 
it  rose  in  the  crisis.  A  world  of  scarce  capital  and  volatile  econo¬ 
mies  is  one  to  which  the  conglomerate  is  well  adapted. 

Not  all  will  fly 

But  this  does  not  guarantee  that  every  dodo  will  become  a  phoe¬ 
nix.  Some  conglomerates,  especially  in  places  like  South-East 
Asia,  depend  heavily  on  their  proprietors’  courting  of  politicians, 
and  are  thus  at  constant  risk  from  regime  change  or  pro-market  re¬ 
form.  Many  still  sacrifice  profits  for  market  share,  and  will  surely 
one  day  exhaust  shareholders’  patience.  A  smaller  conglomerate 
discount  is  still  a  discount. 

Even  so,  the  revisionists  of  conglomerate  theory  are  perform¬ 
ing  a  valuable  public  service.  They  are  right  to  point  out  that  not 
all  diversified  business  groups  are  alike:  Tata  has  a  very  different 
internal  organisation  from  ge’s,  and  both  are  run  quite  different¬ 
ly  from  Berkshire  Hathaway.  They  are  right  to  point  out  that  man¬ 
agement  matters  enormously:  most  emerging-world  conglomer¬ 
ates  are  far  better  run  today  than  they  were  a  decade  ago.  There 
used  to  be  a  near-consensus  among  management  thinkers  that 
Western-style  focused  companies  represented  business’s  version 
of  the  end  of  history.  That  is  becoming  ever  harder  to  argue.  ■ 
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A  much-maligned  financial  innovation  is  in  the  early  stages  of  a  comeback 


The  return  of  securitisation 

Back  from  the  dead 


IF  YOU  asked  regulators  in  2008  which  fi¬ 
nancial  instrument  they  most  wished 
had  never  been  invented,  odds  were  that 
they  angrily  splurted  a  three-letter  acro¬ 
nym  linked  to  securitisation.  The  practice 
of  bundling  up  income  streams  such  as 
credit-card  and  car-loan  repayments,  re¬ 
packaging  them  as  securities  and  selling 
them  on  in  “tranches”  with  varying  levels 
of  risk  once  seemed  like  enlightened  finan¬ 
cial  management.  Not  so  after  many  a 
cdo,  clo,  abs,  mbs  and  others  (see  table) 
turned  out  to  be  infested  with  worthless 
American  subprime  mortgages. 

Find  the  same  regulator  today  and  he  is 
probably  devising  a  ploy  to  resuscitate  the 
very  financial  vehicle  he  was  bemoaning 
five  years  ago.  Enthusiasm  for  the  once-re¬ 
viled  practice  of  transforming  a  future  in¬ 
come  stream  into  a  lump  sum  today-the 
essence  of  securitisation-is  palpable.  In 
Britain  Andy  Haldane,  a  cerebral  official  at 
the  Bank  of  England,  recently  described  it 
as  “a  financing  vehicle  for  all  seasons”  that 
should  no  longer  be  thought  of  as  a  “bo¬ 
geyman”.  The  European  Central  Bank 
(ecb)  is  a  fan,  as  are  global  banking  regula¬ 
tors  who  last  month  watered  down  rules 
that  threatened  to  stifle  securitisation. 

Watchdogs  will  be  pleased  that,  after 
once  looking  as  if  it  was  heading  for  extinc¬ 
tion,  securitisation  is  making  a  recovery.  Is¬ 
suance  of  abss  (securities  underpinned  by 
car-loan  receivables,  credit-card  debt  and 


the  like)  are  at  double  their  2010  nadir.  Issu¬ 
ance  of  paper  backed  by  non-residential 
mortgages  is  up  fromjust  $4  billion  in  2009 
to  more  than  $100  billion  last  year.  There 
have  even  been  offerings  of  securities  un¬ 
derpinned  by  more  esoteric  sources,  such 
as  cashflows  from  solar  panels  or  home- 
rental  income-the  sort  of  gimmick  once 
derided  as  a  boomtime  phenomenon.  Ex¬ 
cluding  residential  mortgages,  where  the 
American  market  is  skewed  by  the  partici¬ 
pation  of  federal  agencies,  the  amount  of 
bundled-up  securities  globally  is  showing 
a  steady  rise  (see  chart). 

The  comeback  of  securitisation  is  relat¬ 


ed  to  the  growth  in  economic  activity:  in 
order  for  car  loans  to  be  securitised,  say, 
consumers  have  to  be  buying  cars.  Inves¬ 
tors  desperate  for  yield  are  also  stimulat¬ 
ing  supply:  securitised  paper  can  offer  de¬ 
cent  returns,  particularly  at  the  riskier  end 
of  the  spectrum.  More  important,  though, 
is  the  regulators’  enthusiasm. 

Why  are  regulators  so  keen  on  the  very 
product  that  nearly  blew  up  the  global 
economy  just  five  years  ago?  In  a  nutshell, 
policymakers  want  to  get  more  credit  flow¬ 
ing  to  the  economy,  and  are  happy  to  reha¬ 
bilitate  once-suspect  financial  practices  to 
get  there.  Some  plausibly  argue  it  was  the 
stuff  that  was  put  into  the  vehicles  (ie, 
dodgy  mortgages)  that  was  toxic,  not  se¬ 
curitisation  itself.  This  revisionist  strand  of 
financial  history  emphasises  that  pack¬ 
aged  bundles  of  debt  which  steered  clear 
of  American  housing  performed  well,  par¬ 
ticularly  in  Europe. 

The  need  to  revive  slicing  and  dicing  is 
felt  most  acutely  in  Europe.  Whereas  in 
America  capital  markets  are  on  hand  to  fi-  ►► 


I 


Old  alphabet  soup,  new  taste 

ABS  (asset-backed  Most  generic  form  of  securitisation,  Global  securitisation*,  $trn 

security)  includes  credit-card  debt,  car  US  ■■  Europe  Other 

loans,  or  any  packaged  income 
stream.  Making  steady  comeback 

MBS  (mortgage-  Backed  either  by  commercial  (CMBS) 
backed  or  residential  (RMBS)  mortgages. 

security)  The  most  problematic  in  the 

downturn,  fuelled  subprime  crisis 

CDO  (collateralised  Pre-crisis  these  were  often  invested 
debt  obligation)  in  "tranches"  of  ABSs  and  MBSs 
or  in  other  CDOs.  Not  popular 
with  regulators 

CLO  (collateralised  Frequently  filled  with  sliced  and 
loan  obligation)  diced  loans  extended  to  poor-credit 

firms,  such  as  those  taken  over  by  _______ 

_ private-equity.  Making  a  comeback  2003  04  05  06  07  08  og  10 

Sources:  Dealogic;  The  Economist  ‘Excluding  residential  mortgages 
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►  nance  companies  (through  bonds),  the  old 
continent  remains  far  more  dependent  on 
bank  lending  to  fuel  economic  growth.  Its 
banks  need  more  capital,  and  absent  that 
are  the  weak  link  in  the  nascent  recovery 
because  they  fail  to  meet  demand  for  credit 
from  consumers  and  small  businesses. 

This  is  in  large  part  because  regulators 
want  banks  to  be  less  risky,  by  increasing 
the  ratio  of  equity  to  loans.  As  banks  are  re¬ 
luctant  to  raise  capital,  they  need  to  shed 
assets.  This  is  where  securitisation  helps: 
by  bundling  up  the  loans  on  their  books 
(which  form  part  of  their  assets)  and  sell¬ 
ing  them  to  outside  investors,  such  as  asset 
managers  or  insurance  firms,  banks  can 
both  slim  their  balance-sheet  and  improve 
capital  ratios. 

Securitisation  “airlifts  assets  off  the  bal¬ 
ance-sheets  of  banks,  freeing  up  capital, 
and  drops  them  onto  the  balance-sheets  of 
real-money  investors,”  in  Mr  Haldane’s 
words.  That  may  not  seem  urgent  now,  as 
Europe’s  banks  are  flooded  with  cheap 
money  from  the  ecb  and  have  years  be¬ 
fore  stricter  capital  ratios  officially  kick  in. 
But  at  some  point  markets  will  have  to  take 
over  financing  banks.  Such  airlifts  would 
neatly  transform  Europe’s  inflexible  bank- 
led  system  into  something  more  akin  to 
America’s. 

Financial  watchdogs  are  also  keen  on 
securitisation  because  they  are  confident 
that  they  can  steer  it  along  a  different  path 
from  the  one  that  ultimately  wrought  hav¬ 
oc  in  2008.  They  believe  that  regulatory 
tweaks  have  made  the  practice  safer. 

One  improvement  is  that  those  in¬ 
volved  in  creating  securitised  products 
will  have  to  retain  some  of  the  risk  linked 
to  the  original  loan,  thus  keeping  “skin  in 
the  game”.  The  idea  is  to  nip  in  the  bud  any 
temptation  to  adopt  the  slapdash  under¬ 
writing  practices  that  became  a  feature  of 
America’s  mortgage  market  in  the  run-up 
to  the  financial  crisis.  Another  tightening 
of  the  rules  makes  “re-securitisations”, 
where  income  from  securitised  products 
was  itself  securitised,  more  difficult  to  pull 
off.  If  regulators  have  their  way,  financial 
Frankenstein  monsters  such  as  the  “cdo- 
squared”-a  security  underpinned  by  a  se¬ 
curity  underpinned  by  a  security  under¬ 
pinned  by  assets-are  unlikely  to  make  a 
comeback. 

Perhaps  the  biggest  change,  however,  is 
in  investors’  attitudes.  Before  2008,  many 
fell  for  the  sales  pitch  of  the  whizzes  who 
hatched  cdos,  abss  and  the  like.  Reas¬ 
sured  by  somnolent  credit-rating  agencies, 
which  backed  the  bankers’  vision  of  hand¬ 
some  returns  at  virtually  no  risk,  investors 
piled  in  with  no  due  diligence  to  speak  of. 
Aware  of  the  reputational  risks  of  messing 
up  again,  they  now  spend  more  time  dis¬ 
secting  three-letter  assets  than  just  about 
anything  else  in  their  portfolio.  Regulators 
will  have  to  make  sure  that  they  retain  this 
newfound  discipline.  ■ 


The  return  of  IPOs 

Back  with  a  boom 


NEW  YORK 

The  new-found  enthusiasm  for  public 
listings  will  go  a  long  way 

FOR  the  rare  banker  who  had  managed 
to  stay  employed  in  the  area  of  initial 
public  offerings  during  their  long  slump, 
the  winter  holidays  were  happily  free  of 
relaxation.  As  the  best  year  for  ipos  in 
America  since  2004  was  drawing  to  a 
close,  new  opportunities  were  dropping 
from  the  sky  like  snowflakes. 

Breaking  the  record  of  406  listings,  set 
in  2000  during  the  dotcom  bubble,  re¬ 
mains  almost  unimaginable,  but  222  com¬ 
panies  did  go  public  in  2013-a  sevenfold 
increase  from  2008,  according  to  Renais¬ 
sance  Capital,  a  research  and  asset-man¬ 
agement  firm.  Its  ipo  index  was  up  50%,  a 
result  that  all  but  ensures  further  offerings. 

Whether  this  reverses  the  secular  de¬ 
cline  in  the  number  of  public  companies  in 
America  is  unclear.  Reasons  for  the  con¬ 
traction  remain,  notably  high  regulatory 
costs  for  all  but  the  most  intricately  struc¬ 
tured  listings.  Some  firms  that  had  begun 
the  process  of  going  public  in  2013  ended 
up  being  purchased,  says  Frank  Maturo  of 
Bank  of  America  Merrill  Lynch.  Mergers 
have  also  returned  and  private-equity 
firms  have  raised  large  pools  of  capital, 
suggesting  that  more  companies  will  dis¬ 
appear  from  the  markets. 

Yet  the  environment  is  clearly  chang- 
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ing.  The  enthusiasm  for  new  deals  can  go  a 
long  way,  at  least  in  the  short  term.  Before 
Twitter  sold  13%  of  its  shares  in  November 
bankers  raised  the  offer  price  repeatedly, 
pushing  the  initial  valuation  of  the  micro¬ 
blogging  service  to  $18  billion.  By  late  De¬ 
cember  the  company  was  worth  over  $40 
billion  before  its  market  capitalisation  fell 
back  to  $33  billion. 

Another  44  less  prominent  technology 
companies  went  public  more  quietly,  sell¬ 
ing  similarly  small  stakes  and  raising  on 
average  $i49m.  Even  biotech  firms,  a  seg¬ 
ment  that  the  public  markets  had  almost 
entirely  abandoned,  made  a  stunning  re¬ 
turn:  37  companies  raised  $73m  on  aver¬ 
age.  Kathleen  Smith  of  Renaissance  Capi¬ 
tal  can  reel  off  a  list  of  fresh  deals  which  are 
expected  in  the  months  to  come,  spanning 
hotels  (Blackstone,  a  private  equity  firm,  is 
planning  to  sell  La  Quinta  motels  after 
making  buckets  in  2013  with  the  listing  of 
the  Hilton  hotel  chain),  mobile  payments 
(Square),  hardware  (GoPro,  which  makes 
camera  headsets)  and  data  analysis  (Palan- 
tir  Technologies). 

Open  Sesame 

If  the  ipo  market  continues  to  be  strong, 
many  large  financial  firms  may  use  it  to  re¬ 
structure  themselves.  General  Electric  is 
expected  to  spin  off  its  consumer-finance 
business,  rbs  its  American  banking  arm 
(Citizens  Financial)  and  Old  Mutual  of 
South  Africa  its  American  asset-manage¬ 
ment  business.  The  American  government 
is  said  to  be  eager  to  dispose  of  its  stake  in 
Ally  Financial,  which  it  picked  up  in  the 
bankruptcy  of  General  Motors. 

The  single  biggest  offering  is  expected 
to  be  that  of  Alibaba,  a  Chinese  online 
giant,  which  could  be  worth  more  than 
$150  billion.  It  is  not  clear  whether  the  list¬ 
ing  will  be  done  in  Hong  Kong  or  New 
York.  Alibaba  is  exerting  tremendous  pres¬ 
sure  on  the  Hong  Kong  stockmarket  to 
weaken  long-held  rules  that  outlaw  multi¬ 
ple  share  classes,  which  the  company 
wants  to  use  to  limit  the  rights  of  outside 
shareholders. 

More  than  a  decade  ago,  when  the  New 
York  Stock  Exchange  faced  similar  pres¬ 
sures  and  an  unsympathetic  regulator,  it 
capitulated.  The  change  has  allowed  the 
use  of  complex  corporate  structures  in 
publicly  traded  entities.  The  single  largest 
ipo  in  2013  was  the  sale  of  a  20%  stake  in 
Plains  gp,  a  master  limited  partnership 
(mlp),  worth  $2.8  billion.  Its  main  asset  is  a 
stake  in  yet  another  listed  mlp,  Plains  All 
American  Pipeline. 

The  odd  combination  was  echoed  in  at 
least  five  other  ipos  last  year.  Each  was  de¬ 
signed  to  minimise  corporate  taxes  and 
regulatory  constraints,  such  as  limits  on 
management  compensation-factors  that 
used  to  discourage  firms  from  going  public. 
The  message  in  this  and  other  recent  deals: 
there  is  more  to  come.  ■ 
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Turkey's  economy 

The  mask  is  off 


ISTANBUL 

Political  turmoil  exposes  economic 
malaise 

A  SENSE  that  things  are  sliding  out  of 
control  has  gripped  Tlirkey  since  pros¬ 
ecutors  launched  a  series  of  investigations 
into  bribery  and  corruption  close  to  the 
government  in  mid-December.  Even  if  offi¬ 
cial  charges  and  convictions  never  materi¬ 
alise,  enough  has  come  out  to  unsettle  for¬ 
eign  and  local  investors.  It  casts  serious 
doubt  on  the  independence  of  the  coun¬ 
try’s  police  and  the  judiciary,  and  their 
ability  to  enforce  the  law. 

Turkey  suddenly  looks  more  like  the 
country  it  was  trying  to  leave  back  in  the 
shadows  a  dozen  years  ago.  Inflation  is 
running  at  over  7%,  the  currency  is  sliding 
and  the  current-account  deficit  is  around 
7%  of  gdp.  Private  savings,  foreign  invest¬ 
ment  and  exports  are  shrinking. 

What  is  to  be  done?  Ask  any  orthodox 
economist  and  he  will  probably  say,  “first 
raise  the  headline  interest  rate,”  which  Tur¬ 
key’s  central  bank  has  held  obstinately  be¬ 
low  8%  since  last  March  (see  chart).  The 
central  bank’s  lending  rate  should  be  a 
good  11%,  calculates  Murat  Ucer  at  Istanbul 
Analytics,  a  consultancy. 

Extraordinarily,  however,  this  vital  tool 
of  monetary  policy  is  not  one  that  the  cen¬ 
tral  bank  is  prepared  to  use  at  the  moment. 
It  prefers  an  alternative  technique,  known 
as  the  reserve-option  mechanism.  This  al¬ 
lows  Turkish  banks  to  keep  part  of  their  re¬ 
serve  requirements  in  foreign  currency 
rather  than  in  Turkish  lira.  When  foreign 
money  was  flooding  into  the  country  this 
was  a  good  way  of  relieving  upward  pres¬ 
sure  on  the  lira.  But  with  the  currency 
weakening  it  makes  little  sense-except  as 
a  way  of  unsettling  investors. 

Exasperated  economists  blame  Recep 
Tayyip  Erdogan,  the  mildly  Islamist  prime 
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minister,  for  this  aversion  to  raising  the  in¬ 
terest  rate.  He  is  on  record  as  saying  that 
banks’  interest  rates  should  be  the  same  as 
the  rate  of  inflation,  but  no  more.  The  cen¬ 
tral  bank  is  not  independent  enough  to 
gainsay  him.  Most  forecasters  predict  that 
Mr  Erdogan’s  distaste  for  higher  rates  will 
prevail  at  least  until  after  local  elections  to 
be  held  on  March  30th. 

In  the  meantime  the  central  bank  is  us¬ 
ing  other  means  to  combat  speculation 
against  the  lira,  in  particular  buying  it  with 
dollars  to  prop  up  its  value.  On  December 
24th  it  announced  minimum  daily  auc¬ 
tions  of  $45om  until  the  end  of  the  year, 
followed  by  daily  auctions  of  $ioom  to  the 
end  of  January.  But  at  some  point  the  cen- 

Euro-area  economy 

In  the  danger  zone 


IF  FURTHER  proof  was  needed  that  the 
euro  crisis  has  ended  as  far  as  bond 
markets  are  concerned,  it  was  provided 
by  Ireland’s  successful  bond  auction  on 
January  7th.  Less  than  a  month  since 
exiting  its  bail-out  the  Irish  government 
raised  €3.75  billion  ($541  billion)  in  an 
issue  of  ten-year  bonds  that  was  nearly 
four  times  oversubscribed.  Such  was  the 
appetite  of  investors  that  two  days  later 
Portugal  tapped  the  markets  to  strength¬ 
en  its  chances  of  an  exit  in  2014. 

But  the  legacy  of  the  acute  phase  of 
the  crisis,  when  weak  governments  on 
the  periphery  of  the  euro  area  were 
besieged  by  bond  markets,  remains  a 
grim  one.  The  euro-wide  unemployment 
rate  stayed  stuck  at  12.1%  of  the  labour 
force  in  November,  according  to  official 
figures  published  on  January  8th.  It  has 
now  stood  at  this  record  high  in  the  15- 
year  life  of  the  single  currency  since  April 
2013  (see  chart). 

Even  so,  unemployment  across  the 
euro  zone  does  appear  to  have  stabilised. 
The  hope  now  is  that  it  may  start  to  edge 
down  as  a  weak  recovery  continues.  An 
index  of  private-sector  output  compiled 
by  Markit,  a  data  provider,  suggests  that 
the  euro  area  grew  by  0.2%  in  the  final 
three  months  of  2013.  That  outcome 
would  be  consistent  with  earlier  feeble 
expansion  of  0.3%  in  the  second  quarter 
and  0.1%  in  the  third. 

Set  against  that  modest  hope  is  a 
larger  fear  about  consumer-price  in¬ 
flation,  which  has  become  worryingly 
weak.  The  headline  rate  fell  to  0.8%  in  the 
year  to  December.  The  core  rate,  which 
strips  out  more  volatile  items  like  energy 
and  food,  dropped  to  0.7%,  the  lowest 
ever  since  the  euro  started  in  1999. 
Inflation  is  now  uncomfortably  far 


tral  bank’s  war  chest  will  be  exhausted  un¬ 
less  confidence  is  restored  that  politics  and 
the  economy  are  under  better  control. 

The  auguries  are  not  good.  A  few  for¬ 
mer  ministers  and  their  offspring  are  un¬ 
der  investigation  for  corruption,  as  are 
some  businessmen,  considered  close  to 
the  government,  whose  assets  have  been 
frozen.  At  best  that  will  paralyse  some  in¬ 
vestment  projects  and  their  access  to  fi¬ 
nance.  More  important,  it  raises  questions 
about  Turkey’s  economic  model,  which 
only  a  year  ago  seemed  an  example  for 
other  industrialising  countries  to  emulate. 

Yet  impressive  gdp  growth,  which 
reached  an  annual  9%  in  2010  and  2011,  was 
largely  driven  by  debt-fuelled  private  con-  ►► 


I  Double  trouble 
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beneath  the  target  rate  set  by  the  Euro¬ 
pean  Central  Bank  (ecb)  of  below  but 
close  to  2%.  When  overall  inflation  is  so 
weak,  it  makes  it  harder  for  countries  on 
the  periphery  to  regain  competitiveness 
by  keeping  their  prices  down  as  those  in 
the  core  rise.  And  it  raises  the  risk  of 
outright  deflation.  If  prices  were  to  start 
falling,  it  would  intensify  the  euro  zone’s 
woes  which  are  bound  up  with  excessive 
debt,  both  public  and  private,  in  the  most 
vulnerable  economies.  Deflation  would 
cause  that  debt  to  rise  in  real  terms.  It 
could  also  stymie  the  recovery  as  people 
delay  purchases  because  they  will  be¬ 
come  cheaper. 

The  ecb  responded  to  the  sharp  fall  in 
inflation  last  autumn  by  cutting  its  main 
lending  rate  in  November,  to  0.25%.  Its 
council  was  not  expected  to  change 
policy  settings  at  its  meeting  on  January 
9th,  after  The  Economist  had  gone  to 
press.  But  if  inflation  weakens  further  the 
ecb  may  have  to  embrace  radical  reme¬ 
dies,  such  as  setting  negative  interest 
rates  on  deposits  that  banks  leave  with  it. 


The  euro  area  is  getting  perilously  close  to  deflation 
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Keeping  calm  amid  the  chaos 

►  sumption  and  property  investment,  which 
included  awarding  big  contracts  to  fast¬ 
growing  and  highly  leveraged  Turkish  con¬ 
struction  firms.  Investment  in  industry,  on 
the  other  hand,  has  languished.  The  gov¬ 
ernment  has  shown  little  interest  in  en¬ 
couraging  the  building  of  new  plants  and 
attracting  big  industrial  investment  from 
abroad-which  should  be  meat  and  drink 
to  a  land  with  industrial  ambitions.  In¬ 
stead,  profits  made  by  established  indus¬ 
tries  and  by  banks  have  been  subject  to 
sudden  capricious  taxation. 

What  is  more,  too  much  easy  money 
(thanks  to  America’s  “quantitative  easing”) 
flowed  into  Turkey.  Quicker  returns  were 
to  be  had  in  financing  infrastructure  and 
property  than  from  investing  in  industry. 
Superficially,  the  country  modernised  rap¬ 
idly,  observers  say,  but  underneath  the  old 
habits  of  government-by-favour,  which 
Mr  Erdogan  had  once  opposed,  seemed  to 
wheedle  their  way  back. 

A  chastened  prime  minister  could  still 
put  the  economy  back  on  a  better  trajec¬ 
tory,  say  even  some  of  those  who  oppose 
him.  But  he  would  have  to  make  peace 
with  the  grassroots  Islamist  movement 
which  helped  him  into  power  and  lately 
has  sought  to  undermine  him.  He  would 
also  have  to  apply  economic  orthodoxy,  al¬ 
lowing  an  interest-rate  rise  and  some  aus¬ 
terity,  and  let  the  judges  do  their  work.  In 
late  November  the  country’s  financial 
watchdog  announced  measures  to  curb 
consumer  lending  for  electronic  goods  and 
some  luxury  items,  including  expensive 
cars,  but  that  hardly  seems  enough. 

What  could  push  Mr  Erdogan  to  go  fur¬ 
ther  is  the  danger  that  his  grand  projects 
will  founder  without  a  robust  legal  system 
and  economic  stability.  His  ambition  to  es¬ 
tablish  an  international  financial  centre  in 
Istanbul  to  compete  with  Dubai’s  already 
seems  a  non-starter.  Financial  firms  have 
little  incentive  to  come  to  Turkey  for  more 
than  Turkish  business:  international  in¬ 
vestments  can  be  caught  by  a  35%  capital- 
gains  tax;  cash  settlement  of  commodity 


futures  is  prohibited;  and  commercial  law 
is  not  geared  to  international  contracts. 

A  €22  billion  ($29.8  billion)  project  to 
build  a  third  airport  for  Istanbul  and  a  $10 
billion  canal  to  relieve  the  congested  Bos¬ 
phorus  are  also  vulnerable.  Both  need  in¬ 
ternational  financing-which  is  much 
harder  to  come  by  when  investors  are  wor¬ 
rying  and  ratings  agencies  pondering 
whether  to  downgrade  the  country.  ■ 


Private  placements 

Ex  uno,  plures 


PARIS 

A  European  market  to  rival  America’s 
remains  elusive 

NEOPOST,  a  French  firm  that  specialises 
in  mail-handling  services,  is  nothing 
if  not  ecumenical  when  it  comes  to  raising 
money.  In  January  2012  two-thirds  of  its 
debt  consisted  of  conventional  bank  cred¬ 
it;  by  January  2013  less  than  one-tenth  did. 
In  the  meantime  the  company  raised 
$i75m  through  a  private  placement  of 
notes  in  America,  €isom  ($204m)  through 
a  bond  placement  and  €isom  in  non-bank 
loans  in  France.  It  also  collected  €67m  and 
$95tn  via  certificates  of  indebtedness  in 
the  German  Schuldschein  market. 

As  tougher  prudential  rules  inhibit 
bank  lending  many  European  firms  have 
turned  to  private  placements  (pps):  debt 
products  structured  as  securities  or  loans 
and  placed  with  a  restricted  group  of  pro¬ 
fessional  investors  by  firms  that  need  not 
be  publicly  quoted  or  rated.  In  2012,  a 
bumper  year,  European  companies  raised 
over  €16  billion  in  private  placements  in 
America,  €12.5  billion  in  Schuldscheine  and 
€3.2  billion  in  France’s  new  “Euro  pp”  mar¬ 
ket,  on  estimates  compiled  by  Standard  & 
Poor’s,  a  ratings  agency.  Volumes  overall 
fell  in  2013  as  other  forms  of  finance  flour- 
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ished.  But  interest  remains  keen. 

Firms  like  private  placements  because 
they  tend  to  be  longer-dated  than  bank 
loans  and  quicker  to  issue  than  publicly 
traded  bonds,  though  they  usually  carry  a 
slightly  higher  coupon  than  either,  points 
out  Ben  Fox  of  Allen  &  Overy,  an  interna¬ 
tional  law  firm.  Continental  insurers, 
which  in  the  past  invested  in  government 
bonds,  now  want  to  spread  their  risk 
across  a  new  asset  class  while  earning 
more  yield  on  a  carefully  chosen  but  less 
liquid  investment.  And  banks  are  anxious 
to  retain  a  relationship  with  their  cor¬ 
porate  customers  by  helping  firms  find  the 
cash  they  can  no  longer  provide. 

Some  fret,  though,  that  Europe’s  small¬ 
er  firms,  the  engines  of  its  future  growth, 
are  losing  out,  because  they  are  less  able 
than  their  big  brothers  to  tap  transatlantic 
institutions.  Can  Europe  come  up  with  a 
market  as  liquid  as  America’s,  with  its 
shadow  ratings  provided  by  insurance 
commissioners,  standard  contract  and  ser¬ 
ried  ranks  of  knowledgeable  insurers?  A 
pan-European  solution,  mooted  before  the 
financial  crisis,  looks  out  of  reach:  there  is 
little  agreement  on  what  private  place¬ 
ments  are,  still  less  on  how  they  should  be 
bought  and  sold.  But  two  thriving  national 
markets  might  be  able  to  grow,  and  a  third 
could  emerge  into  the  sunlight. 

Germany’s  is  by  far  the  biggest,  though 
volume  plunged  in  2013.  Its  Schuld- 
scheine- a  cross  between  a  bond  and  a  syn¬ 
dicated  loan— are  primarily  for  bank  inves¬ 
tors,  and  they  are  subject  to  the  rigours  of 
German  law  and  language.  But  foreign  par¬ 
ticipation  is  growing.  In  2013  two-fifths  of 
issuers  were  foreign,  Commerzbank  reck¬ 
ons.  Neopost  sold  dollar-denominated 
Schuldscheine  to  Asian  lenders. 

France’s  new  market,  which  permits 
private  placements  in  the  form  of  bonds  or 
loans,  is  proving  admirably  robust.  Since 
Euro  pps,  loosely  modelled  on  America’s 
notes,  began  less  than  two  years  ago, 
around  €7  billion  has  been  raised.  So  far, 
almost  all  participants  are  French,  but  ad¬ 
visers  report  interest  from  outsiders.  New 
rules  now  make  it  easier  for  insurers  to  buy 
unquoted  firms’  debt.  On  January  8th  the 
central  bank  approved  a  code  of  conduct  it 
had  asked  the  industry  to  produce. 

Though  it  is  packed  with  insurers  and 
pension  funds,  Britain  has  less  in  the  way 
of  a  recognisable  private-placement  mar¬ 
ket  than  Germany  or  France,  says  Mark 
Hutchinson,  head  of  alternative  credit  at 
m&g  Investments,  part  of  Prudential,  a 
British  insurer.  British  firms  hare  off  to 
America  to  issue  privately  placed  securi¬ 
ties;  most  domestic  activity  consists  of 
private  loan  agreements.  Standard  &  Poor’s 
thinks  it  is  growing,  but  the  market  is  so 
murky  that  no  one  knows  for  sure.  Gov¬ 
ernment  support  for  bank  lending  to  firms 
would  seem  to  queer  institutions’  pitch  for 
the  moment.  But  this  too  shall  pass.  ■ 
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New  York  city's  retirement  funds 

Pension  complex 


NEW  YORK 

Reform  would  improve  returns,  but  it  is 
unlikely  to  come  soon 

EW  YORK  city’s  public-school  teach¬ 
ers  have  good  reason  to  be  jealous  of 
their  colleagues  in  the  Canadian  state  of 
Ontario.  Whereas  returns  at  the  city’s  $144 
billion  system  of  public  pension  funds 
have  averaged  only  7.6%  over  the  past  ten 
years,  the  C$129.5  billion  ($319.8  billion)  On¬ 
tario  Teachers’  Pension  Plan  (otpp)  boasts 
9.6%.  But  chances  that  New  York’s  funds 
will  soon  copy  the  model  up  north  are 
about  as  slim  as  the  Oueen  Mary  making  a 
quick  u-turn  on  the  Hudson  River. 

The  comparison  is  unfair:  otpp  is  an 
outlier,  the  Yale  of  pension  funds;  the  per¬ 
formance  of  the  funds  in  New  York  is  close 
to  the  American  average,  which  stands  at 
7.5%.  But  if  they  could  increase  their  returns 
by  just  one  percentage  point,  the  city 
would  have  $1.4  billion  more  to  spend  ev¬ 
ery  year.  The  money  could  be  used  to  re¬ 
duce  the  annual  cheque  the  city  writes  to 
its  pension  funds,  which  was  worth  $8  bil¬ 
lion  in  2013— about  11%  of  the  city’s  budget. 

Yet  lifting  returns  would  require  struc¬ 
tural  reform.  New  York’s  600,000  teachers, 
police  and  other  municipal  employees 
and  pensioners  between  them  belong  to 
five  separate  pension  plans,  each  of  which 
has  its  own  set  of  investment  policies,  con¬ 
sultants  and  trustees.  Whenever  the  com¬ 
bined  fund  wants  to  make  a  management 
change,  it  must  get  the  approval  of  all  five 
boards,  a  process  that  can  take  five  months. 

Because  New  York’s  funds  do  not  man¬ 
age  any  assets  themselves,  they  paid 
$472m  to  outside  managers  and  consul¬ 
tants  last  year— about  $269113  more  than 
otpp,  which  manages  about  80%  of  its  as¬ 
sets  in-house.  And  whereas  Ontario’s  fund 
employs  more  than  200  investment  pro¬ 
fessionals  and  pays  them  competitive  sala¬ 
ries,  New  York’s  system  has  only  38,  who 
are  paid  an  average  of  $100,000  a  year. 

Combining  the  five  plans  into  one 
would  bring  all  kinds  of  benefits,  from  in¬ 
creased  efficiency  to  better  risk  manage¬ 
ment.  In  2011  Michael  Bloomberg,  then  the 
city’s  mayor,  tried  to  do  just  that,  but  the 
scheme  was  stymied  by  union  representa¬ 
tives,  most  of  whom  would  be  forced  to 
give  up  their  seats  on  the  smaller  boards. 

Bill  De  Blasio,  who  took  over  from  Mr 
Bloomberg  last  week,  won  election  not 
least  because  of  the  support  of  the  city’s 
municipal-employee  unions.  They  have 
vowed  to  continue  to  resist  any  attempt  to 
consolidate  the  five  pension  plans. 

Government  officials  elsewhere  in 
America  are  also  trying  to  consolidate  pen¬ 


sion  systems,  but  are  facing  similar  opposi¬ 
tion.  That  is  a  pity,  for  investment  returns 
of  large  pension  funds  could  improve  by 
between  1%  and  2%  annually  on  average  if 
they  brought  their  investment  manage¬ 
ment  in-house  and  combined  this  with 
strong  governance,  says  Keith  Ambacht- 
sheer  of  the  University  of  Toronto.  This 
would  help  some  American  pension 
funds  to  cover  huge  shortfalls. 

Meanwhile,  New  York  city’s  pension 
managers  continue  to  struggle  with  a  sys¬ 
tem  established  almost  a  century  ago. 
They  would  like  to  invest  directly  in  real  es¬ 
tate  to  diversify  their  holdings  and  reduce 
volatility,  but  none  of  the  five  funds  has  the 
expertise  to  do  so.  A  former  chief  invest¬ 
ment  officer  was  fond  of  pointing  to  a 
plaque  on  the  building  that  houses  one  of 
the  funds.  It  reads:  “Owned  by  Retirement 
Systems  of  Alabama”.  ■ 


Energy  subsidies 

Fuelling 

controversy 

The  economic  case  for  scrapping 
fossil-fuel  subsidies  is  getting  stronger 

OVER  the  past  year  energy  subsidies 
have  become  a  target  for  politicians 
on  austerity  drives.  In  June  Indonesia  in¬ 
creased  petrol  prices  by  44%  to  cut  its  annu¬ 
al  subsidy  bill  of  $20  billion.  More  recently 
Malaysia  followed  suit,  in  the  hope  of  fill¬ 
ing  a  budget  hole  which  had  reached  4.5% 
of  gdp.  It  slashed  petrol  subsidies,  and  on 
January  1st  household  energy  bills  went 
up  by  15%.  Countries  such  as  Egypt  and  In¬ 
dia  are  considering  similar  measures  to  re¬ 
duce  their  growing  budget  deficits;  Egypt’s 
is  now  ati4%  of  gdp. 

It  is  the  growing  cost  of  subsidies,  rather 
than  worries  about  climate  change,  that 
explains  the  renewed  interest  in  cutting 


them,  says  Fatih  Birol  at  the  International 
Energy  Agency  (iea).  They  have  become 
unaffordable  as  global  oil  prices  have  more 
than  doubled  between  2009  and  2012.  In 
Jordan,  for  instance,  their  cost  increased 
more  than  tenfold  in  just  two  years.  And  in 
many  other  countries  they  now  account 
for  more  than  5%  of  gdp. 

Globally,  the  cost  of  government  subsi¬ 
dies  for  fossil  fuels  increased  from  $311  bil¬ 
lion  in  2009  to  $544  billion  in  2012,  the  iea 
estimates.  Once  lost  tax  revenues  are  in¬ 
cluded,  this  figure  rises  to  around  $2  tril¬ 
lion,  equal  to  over  8%  of  government  rev¬ 
enues,  according  to  a  recent  imf  report. 

Other  research  suggests  that  most  of 
this  spending  leads  to  big  “deadweight 
losses”,  meaning  lost  economic  efficiency 
as  a  result  of  government  intervention.  In 
the  case  of  fuel  subsidies  for  road  tran¬ 
sport,  worth  $33.0  billion  globally  in  2012, 
these  losses  reached  $44  billion,  reckons 
Lucas  Davis  at  the  University  of  California, 
Berkeley,  in  a  new  paper. 

Yet  it  is  not  only  that  the  economic  cost 
of  subsidies  is  at  a  new  high.  The  case  for 
cutting  them  this  year  is  particularly 
strong.  Countries  with  high  fuel  subsidies 
are  more  exposed  to  external  shocks,  as 
holding  down  prices  causes  their  budget 
deficits  to  explode,  making  them  vulner¬ 
able  to  rising  global  interest  rates.  Cutting 
subsidies  now  would  help  them  prepare 
for  when  borrowing  gets  harder  as  quanti¬ 
tative  easing  ends.  It  would  also  leave 
more  money  for  growth-boosting  policies, 
such  as  infrastructure  investment. 

Inequality  would  be  reduced,  too.  imf 
research  shows  that  only  7%  of  fuel  subsi¬ 
dies  in  poor  countries  go  to  the  bottom 
20%  of  households;  43%  end  up  in  the 
pockets  of  the  richest  20%.  Petrol  subsidies 
are  particularly  regressive  (and  polluting, 
see  picture),  as  richer  people  are  more  like¬ 
ly  to  drive  cars.  Money  saved  could  be 
spent  on  targeted  cash-transfer  schemes 
for  the  poor,  as  is  done  in  Malaysia. 

Subsidy  cuts  are  widely  associated 
with  higher  inflation:  energy  costs  rise.  But 
in  a  world  of  falling  inflation  the  risks  this 
poses  are  lower.  The  imf  forecasts  that  Ma¬ 
laysia’s  cuts  will  push  up  its  inflation  rate 
only  slightly,  from  2%  in  2013  to  2.6%  this 
year.  While  it  may  put  a  dent  in  real  wages, 
slightly  higher  inflation  would  chip  away 
at  the  country’s  public  debt-and  help  its 
government  avoid  a  breach  of  its  statutory 
debt  ceiling  of  55%  of  gdp. 

Whether  more  countries  will  follow 
the  lead  of  Indonesia  and  Malaysia,  how¬ 
ever,  does  not  depend  only  on  economics. 
On  New  Year’s  Eve  thousands  turned  out 
in  Kuala  Lumpur,  Malaysia’s  capital,  to 
protest  against  the  cuts.  And  in  Indonesia 
public  opinion  has  put  politicians  under 
pressure  to  roll  back  some  of  the  reforms 
this  year.  When  it  comes  to  cutting  subsi¬ 
dies,  politics  can  still  trump  even  the  best 
economic  or  environmental  arguments.  ■ 
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Free  exchange  |  This  time  is  worse 


Leading  American  economists  argue  that  desperate  times  call  for  desperate  measures 


ON  JANUARY  2nd  Philadelphia  was  not  only  blanketed  with 
four  to  six  inches  of  snow,  but  five  to  six  feet  of  economists. 
Almost  12,000  descended  on  the  City  of  Brotherly  Love  to  attend 
the  annual  meeting  of  the  American  Economic  Association.  If 
the  chill  in  the  air  failed  to  dampen  their  spirits,  it  seemed  to  tinge 
the  outlook  of  many  presentations.  Financial  markets  may  have 
rung  in  2014  with  high  hopes,  but  macroeconomists  spy  danger 
as  far  as  the  eye  can  see. 

The  worst  of  the  recessions  that  followed  the  subprime  mess 
may  be  over.  But  the  economists  gathered  in  Philadelphia  insist¬ 
ed  on  pointing  out  that  its  legacy  remains,  in  the  form  of  huge 
debt  loads,  uncompetitive  economies  and  high  levels  of  unem¬ 
ployment.  Across  advanced  economies  debts  stand  at  post-war 
highs,  according  to-presumably  triple-checked-figures  present¬ 
ed  by  Carmen  Reinhart  and  Kenneth  Rogoff  of  Harvard  Universi¬ 
ty.  Those  debts,  they  say,  appear  to  be  constraining  recovery, 
blunting  monetary  expansion  and  limiting  the  political  appeal  of 
fiscal  stimulus.  And  stubborn  economic  weakness  has  turned 
the  European  periphery’s  woes  into  one  of  the  most  miserable 
episodes  in  modern  economic  history. 

Before  the  latest  crisis  Ms  Reinhart  and  Mr  Rogoff  began  build¬ 
ing  a  database  of  financial  crashes  and  their  aftermath.  Their 
work,  gathered  in  “This  Time  Is  Different”  (2009),  concluded  that 
recoveries  after  financial  crises  are  commonly  weaker  and  more 
protracted  than  those  after  other  recessions.  Even  so,  the  post¬ 
subprime  era  stands  out. 

Ms  Reinhart  and  Mr  Rogoff  considered  100  of  the  most  severe 
crises  of  the  past  200  years.  For  each  recovery  they  calculated  the 
depth  of  the  drop  in  output  per  person,  adjusted  for  inflation, 
from  the  pre-crisis  peak  to  its  lowest  point.  They  also  totted  up  the 
time  it  took  for  output  per  person  to  return  to  the  previous  peak. 
They  define  this  point  as  full  “recovery”,  even  though  qualifying 
economies  may  then  produce  well  below  the  level  of  output  per 
person  expected  before  the  crisis.  America’s  real  output  per  per¬ 
son,  for  instance,  is  back  above  the  pre-crisis  peak,  meeting  the 
standard  for  recovery.  Yet  it  remains  about  9%  (or  roughly  $5,000 
per  person)  below  the  trendline  expected  in  2001. 
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Les  miserables 

Severity  index,  selected  financial  crises: 

Real  GDP  per  person,  %  decrease  from  peak  to  trough 
■■  Number  of  years  to  regain  pre-crisis  level  of  output* 
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United  States,  1929 
Greece,  2008 
Ireland,  2007 
Italy,  2008 
Iceland,  2007 
Spain,  2008 
100-crisis  average 
Portugal,  2008 
Britain,  2007 
France,  2008 
United  States,  2007 
Germany,  2008 

Source:  Carmen  Reinhart  and  Kenneth  Rogoff 


'Forecasts,  except  for  US  and  Germany 


Adding  together  the  depth  of  the  downturn  and  time  until  re¬ 
covery,  Ms  Reinhart  and  Mr  Rogoff  calculate  a  “severity  index”. 
Across  the  100  cases  the  average  decline  in  output  per  person 
from  the  pre-crisis  level  is  11.3%  and  recovery  takes  an  average  of 
8.4  years,  resulting  in  a  severity  score  of  197  (see  chart).  America’s 
Depression  of  the  1930s  had  a  Severity  score  of  38.6-the  13th- 
worst  of  the  100  in  the  sample.  Crisis  gold  goes  to  Chile  in  1926 
with  a  score  of  62.6,  silver  to  Spain  in  1931  with  60.6  and  bronze  to 
Peru  in  1983  with  57.  As  for  Greece,  if  one  assumes,  somewhat  op¬ 
timistically,  that  2013  marked  the  absolute  bottom  for  real  output 
per  person  and  that  output  will  recover  to  the  pre-crisis  level  by 
2019,  then  its  severity  score  will  come  in  at  36. 

In  Europe  the  recent  crises  in  Ireland,  Italy,  Iceland  and  Uk¬ 
raine  were  also  among  the  35  worst,  and  could  become  even 
more  egregious  if  output  takes  longer  than  expected  to  return  to 
the  pre-crisis  level.  Europe’s  double-dip  downturn,  in  which 
close  to  half  of  its  economies  fell  back  into  contraction  before  re¬ 
covering  fully,  did  not  help. 

America’s  crisis  was  mild  by  comparison.  With  a  drop  in  out¬ 
put  of  4.8%  and  a  time  of  six  years  to  recovery,  its  severity  score  is 
10.8.  Together  with  Germany,  it  is  the  only  country  that  in  the 
Reinhart-Rogoff  sense  has  officially  recovered.  Still,  America  ex¬ 
perienced  easily  its  worst  downturn  since  the  second  world  war. 

Ms  Reinhart  and  Mr  Rogoff  argue  that,  in  overall  severity,  the 
rich  world’s  recent  round  of  crises  more  closely  resembles  the 
economic  downturns  of  the  19th  and  early  20th  centuries.  For 
that  reason,  they  say,  governments  should  consider  taking  a  more 
eclectic  range  of  economic  measures  than  have  been  the  norm 
over  the  past  generation  or  two.  The  policies  put  in  place  so  far, 
such  as  budgetary  austerity,  are  little  match  for  the  size  of  the  pro¬ 
blem,  they  argue,  and  may  make  things  worse. 

Instead,  governments  should  take  stronger  action,  much  as 
rich  economies  did  in  past  crises  up  to  and  including  the  immedi¬ 
ate  aftermath  of  the  second  world  war  and  as,  more  recently,  de¬ 
veloping  countries  have  done.  Ms  Reinhart  and  Mr  Rogoff  sug¬ 
gest  debt  write-downs  and  “financial  repression”,  meaning  the 
use  of  a  combination  of  moderate  inflation  and  constraints  on 
the  flow  of  capital  to  reduce  debt  burdens. 

The  Great  U-turn 

The  Harvard  professors  were  not  the  only  economists  who  ar¬ 
gued  in  Philadelphia  that  desperate  times  may  call  for  desperate 
measures.  Olivier  Blanchard,  chief  economist  at  the  Internation¬ 
al  Monetary  Fund,  among  others,  mooted  inflation  as  a  means  to 
provide  monetary  stimulus  when  interest  rates  are  stuck  near 
zero.  Hans-Werner  Sinn  of  the  University  of  Munich  reckoned 
that  since  Germans  will  not  consent  to  the  use  of  higher  inflation 
to  ease  European  rebalancing,  several  euro-area  economies  need 
to  leave  the  single  currency,  at  least  temporarily.  And  Larry  Sum¬ 
mers  of  Harvard  University  acknowledged  that  higher  inflation 
might  propel  the  American  economy  out  of  “secular  stagnation”, 
but  suggested  that  an  ambitious  five-year  programme  of  public 
investment  would  be  better. 

In  short,  a  huge  u-turn  was  in  evidence  amid  the  snow  of  Phil¬ 
adelphia.  Before  the  crisis  the  talk  among  macroeconomists  was 
all  about  the  Great  Moderation  and  the  primacy  of  keeping  infla¬ 
tion  low.  Now  it  is  all  about  the  Great  Recession— and  the  pos¬ 
sibility  that  a  bit  more  inflation  might  just  help.  ■ 
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Astronomy 

Planetology  comes  of  age 


Those  who  study  planets  orbiting  other  stars  now  have  plenty  of  data  to  play  with 


LORD  RUTHERFORD,  who  discovered 
i  the  atomic  nucleus,  once  said  that  “all 
science  is  either  physics  or  stamp  collect¬ 
ing.”  He  had  a  point,  but  was  being  a  bit  un¬ 
fair  to  stamp  collecting.  To  come  up  with  a 
theory  that  brings  meaning  to  a  pile  of  ob- 
servations-whether  of  Galapagos  finches, 
planetary  orbits  or  pea  plants-you  have  to 
do  the  hard  graft  of  collecting  those  obser¬ 
vations  in  the  first  place. 

Take  planetary  science.  For  almost  all 
its  history,  it  could  study  only  the  eight 
planets  that  make  up  the  local  solar  sys¬ 
tem.  But  the  boom  in  exoplanet  research 
over  the  past  decade  or  so  has  furnished 
the  field  with  a  wealth  of  data  from  else¬ 
where  in  the  galaxy.  Much  of  this  has  come 
from  a  specially  designed  space  telescope 
called  Kepler,  some  of  the  discoveries  of 
which  are  illustrated  in  the  artist’s  impres¬ 
sion  above,  along  with  objects  from  the  lo¬ 
cal  solar  system,  for  comparison.  Kepler’s 
discoveries,  and  others,  have  done  plenty 
of  exciting  violence  to  old  theories  of  what 
planets  are  and  how  they  form.  Several  pa¬ 
pers  discussing  what  is  happening  were 
presented  at  the  meeting  of  the  American 
Astronomical  Society  which  took  place 
this  week  in  Washington,  dc. 

Astronomers  are  particularly  interested 
in  planets  intermediate  in  size  between 
rocky  Earth  and  gassy  Neptune,  which 
along  with  Uranus  is  one  of  the  solar  sys¬ 
tem’s  two  “ice  giants”,  and  which  has  a  ra¬ 
dius  3.8  times  that  of  Earth  and  is  around  17 
times  as  massive.  Planets  of  this  intermedi¬ 


ate  size  are  common,  but  because  the  local 
solar  system  does  not  host  one,  they  are 
also  mysterious.  Are  they  scaled-up  Earths, 
scaled-down  Neptunes  or  a  mixture  of  the 
two?  And,  if  they  are  a  mixture,  where  is 
the  boundary  between  the  rocky  ones, 
known  as  super-Earths,  and  the  gaseous 
ones,  known  as  mini-Neptunes? 

Testing  the  boundaries 

Several  recent  studies  have  tried  to  answer 
these  questions.  One,  presented  to  the 
meeting  by  Yoram  Lithwick,  an  astrono¬ 
mer  at  Northwestern  University  in  Chica¬ 
go,  analysed  64  worlds.  A  second,  de¬ 
scribed  by  Geoff  Marcy,  a  veteran 
exoplanet  hunter  at  the  University  of  Cali¬ 
fornia,  Berkeley,  considered  42.  The  tenta¬ 
tive  consensus  is  that  there  is,  indeed,  a 
mixture-and  that  the  boundary  between 
the  two  lies  at  around  twice  the  diameter 
of  Earth.  Planets  smaller  than  that  are  like¬ 
ly  to  be  rocky,  with  thin  or  non-existent  at¬ 
mospheres.  Larger  worlds  are  gassy,  with 
their  solid  surfaces  buried  beneath  deep 
blankets  of  hydrogen  and  helium. 

But  nature  is  full  of  surprises,  and  no 
sooner  had  this  rule  been  suggested  than  it 
was  flouted.  Kepler  314c,  described  by  Da¬ 
vid  Kipping,  an  exoplanetologist  at  the 
Harvard-Smithsonian  Centre  for  Astro¬ 
physics,  has  a  mass  somewhere  between 
0.7  and  1.4  times  that  of  Earth,  making  it 
one  of  the  lightest  planets  so  far  discov¬ 
ered.  But  its  modest  mass  belies  its  impres¬ 
sive  size:  it  has  1.6  times  the  diameter  of 
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Earth.  This  means  it  is  only  slightly  denser 
than  water,  and  that  suggests  it  possesses 
the  kind  of  deep,  puffy  atmosphere  Drs 
Marcy  and  Lithwick  would  reserve  for 
much  larger  planets. 

One  clue  as  to  how  this  happened 
might  lie  in  the  fact  that  Kepler  314c  orbits 
close  to  its  parent  star-its  “year”  is  23  ter¬ 
restrial  days  long.  This  suggests  to  Dr  Kip¬ 
ping  that  it  formed  as  a  standard  mini-Nep‘- 
tune,  then  moved  into  a  closer  orbit  and 
had  much  of  its  atmosphere  boiled  off  by 
the  radiation  of  its  parent. 

For  now,  that  is  just  a  hypothesis,  in¬ 
ferred  from  a  handful  of  measurements  of 
mass  and  radius.  But  Dr  Kipping  says  it 
might  be  possible  to  confirm  it  by  taking 
pictures  of  the  planet  directly,  using  a  big 
space  telescope  like  the  Hubble,  or  the 
soon-to-be-launched  James  Webb. 

Such  “direct  imaging”  is  on  the  edge  of 
what  is  presently  possible,  and  a  few  espe¬ 
cially  suitable  planets  have  already  had  ►► 


The  Richard  Casement  internship 

We  invite  applications  for  the  2014  Richard  Casement 
internship.  We  are  looking  for  a  would-be  journalist  to 
spend  three  months  of  the  summer  working  on  the 
newspaper  in  London,  writing  about  science  and 
technology. 

Applicants  should  write  a  letter  introducing 
themselves  and  an  original  article  of  about  600  words 
that  they  think  would  be  suitable  for  publication  in  the 
Science  and  Technology  section.  They  should  be 
prepared  to  come  for  an  interview  in  London  or  New 
York,  at  their  own  expense.  A  small  stipend  will  be  paid 
to  the  successful  candidate. 

Applications  must  reach  us  by  February  7th.  These 
should  be  sent  to:  casement2014@economist.com 


Science  and  technology  67 


The  Economist  January  llth  2014 


their  pictures  snapped.  But  the  conference 
also  heard  from  those  running  the  Gemini 
Planet  Imager,  a  camera  bolted  to  one  of 
the  twin  Gemini  telescopes,  in  Chile  (the 
other  is  in  Hawaii),  explicitly  to  take  pic¬ 
tures  of  exoplanets  and  the  discs  of  gas  and 
dust  from  which  they  condense.  The  in- 
strument-which  uses  a  computer-con¬ 
trolled  deformable  mirror  to  counteract 
the  atmospheric  disturbances  that  nor¬ 
mally  muddy  pictures  taken  from  the 
ground-saw  its  first  light  in  November. 

Anti-diluvian 

Astrobiologists  are  particularly  interested 
in  super-Earths  since,  unlike  mini-Nep- 
tunes,  their  thin  atmospheres,  and  conse¬ 
quently  low  atmospheric  pressures,  mean 
they  could  be  habitable-assuming,  that  is, 


FACED  with  death,  most  people  will  do 
almost  anything  to  stay  alive.  That  is 
why  many  millions  around  the  world 
either  stick  needles  in  themselves  at 
frequent  intervals  to  inject  a  hormone 
called  insulin,  or  wear  a  device  called  an 
insulin  pump  that  does  the  same  thing 
automatically  through  a  catheter  that 
penetrates  their  skin.  A  body’s  failure  to 
make  insulin,  which  regulates  how  cells 
burn  glucose,  their  primary  fuel,  causes 
the  symptoms  doctors  call  type-i  diabe¬ 
tes.  Until  the  discovery  of  insulin,  in  the 


Goodbye  to  all  that? 


that  they  have  any  dry  land.  For  though  life 
can  certainly  evolve  in  oceans,  as  it  did  on 
Earth,  it  probably  needs  the  chemical  and 
climate-regulating  contributions  of  conti¬ 
nents  to  do  so. 

Unfortunately,  many  exoplanetologists 
think  super-Earths  will  be  covered  entirely 
by  oceans,  since  their  high  gravity  will 
make  it  hard  for  areas  of  light  rocks  (such  as 
those  which  form  continents  on  Earth)  to 
rise  above  sea  level.  However,  work  de¬ 
scribed  by  Nicolas  Cowan  and  Dorian  Ab¬ 
bot,  of  Northwestern  University  and  the 
University  of  Chicago  respectively,  sug¬ 
gests  that  such  “waterworlds”  may  be  less 
common  than  feared.  They  argued  that,  as 
on  Earth,  a  great  deal  of  water  will  be 
locked  up  within  such  planets’  mantles, 
forced  there  by  the  very  gravity  that  others 


1920s,  this  form  of  diabetes  was  a  death 
sentence. 

In  principle,  it  might  be  possible  for 
diabetics  to  take  their  insulin  by  mouth, 
as  the  hormone  can  be  absorbed  into  the 
body  through  the  walls  of  the  small 
intestine.  Unfortunately,  insulin  mole¬ 
cules  cannot  survive  the  acidity  of  the 
stomach,  an  organ  they  need  to  traverse 
to  arrive  in  the  intestine.  But,  as  he  de¬ 
scribes  in  a  paper  in  Biomacromolecules, 
Sanyog  Jain  of  the  National  Institute  of 
Pharmaceutical  Education  and  Research, 
in  Ajitgarh,  India,  thinks  he  has  found  a 
way  around  the  problem-or,  rather, 
through  it. 

Dr  Jain’s  idea  is  to  wrap  the  insulin  in 
oily  droplets  called  liposomes,  which 
will  protect  it  from  the  stomach’s  acid.  He 
is  not  the  first  person  to  think  of  this,  but 
previous  attempts  failed  because  packag¬ 
ing  insulin  in  this  way  also  stops  the 
small  intestine  absorbing  it.  The  really 
clever  bit  of  Dr  Jain’s  thinking,  therefore, 
is  to  coat  the  liposomes  in  their  own  layer 
of  wrapping,  made  of  folic  acid,  a  mole¬ 
cule  that  helps  pull  oily  molecules  across 
the  membranes  of  the  cells  that  line  the 
small  intestine. 

And  it  works-at  least,  in  rodents. 
Indeed,  insulin  levels  of  diabetic  rats  fed 
Dr  Jain’s  liposomes  remained  high  for 
longer  than  those  of  similar  rats  given  the 
hormone  by  injection.  It  is  early  days,  of 
course,  and  rats  and  humans  are  not  the 
same.  But  this  is  an  encouraging  finding. 
If  clinical  trials  in  people  show  some¬ 
thing  similar,  the  world’s  diabetics  may 
no  longer  face  the  scourge  of  frequent 
injections  or  the  irritation  and  risk  of 
infection  of  an  insulin  pump. 


worry  will  drown  their  surfaces. 

For  now,  like  Dr  Kipping’s  theory  of 
evaporating  atmospheres,  that  remains 
conjecture.  But  a  sufficiently  powerful  tele¬ 
scope  could  help  check  it  by  collecting 
enough  light  to  build  a  crude  map  of  an 
alien  planet:  not  enough,  perhaps,  to  see 
the  outlines  of  continents,  but  sufficient  to 
determine  how  much  of  its  surface  was 
solid  and  how  much  liquid.  In  2009  this 
idea  was  tested  by  a  group  of  scientists  in¬ 
cluding  Dr  Cowan,  who  used  a  space 
probe  called  Deep  Impact  to  take  blurry 
pictures  of  Earth,  of  a  sort  that  a  future  tele¬ 
scope  might  snap  of  alien  worlds.  From 
that,  they  were  able  to  tell  the  dry  bits  of 
the  planet  from  the  wet  ones. 

When  (or  if)  such  a  telescope  might  be 
built  is,  alas,  a  sore  subject  among  planet- 
hunters.  A  decade  ago  nasa  laid  out  plans 
to  construct  a  colossal  instrument  called 
the  Terrestrial  Planet  Finder.  But  the  $5  bil¬ 
lion  project  foundered  amid  budget  cuts 
and  protests  from  other  parts  of  astrono¬ 
my.  A  European  equivalent,  called  Darwin, 
is  similarly  moribund.  In  fact,  amid  all  the 
excitement  and  new  discoveries,  the  rate 
of  stamp  collecting  has  suddenly  slowed 
right  down.  In  May  2013  Kepler  stopped 
working  properly.  Soon  after,  another  in¬ 
strument,  called  C0R0T,  failed  as  well.  For¬ 
tunately,  there  are  still  a  lot  of  data  from 
these  machines  waiting  to  be  analysed. 
But,  as  every  philatelist  knows,  more 
stamps  will  always  be  welcome.  ■ 


Academic  publishing 

No  peeking... 


A  publishing  giant  goes  after  the 
authors  of  its  journals’  papers 

ONCE  upon  a  time,  it  was  common  for 
scientists  to  receive  letters  from  re¬ 
searchers  working  in  other  institutions, 
asking  for  reprints  of  papers  they  had  pub¬ 
lished.  It  was  the  usual  practice  in  those 
days  for  journal  publishers  to  furnish  au¬ 
thors  with  a  couple  of  dozen  such  reprints, 
precisely  for  this  purpose-but,  if  these  had 
run  out,  a  quick  visit  to  the  photocopier 
kept  the  wheels  of  scientific  discourse 
turning,  and  though  it  was  technically  a  vi¬ 
olation  of  copyright,  no  one  much  minded. 

Then,  the  world  wide  web  was  invent- 
ed-initially,  as  it  happens,  with  the  inten¬ 
tion  of  making  it  easier  for  scientists  to 
share  their  results-and  everything 
changed.  Now,  any  scientist  worth  his 
grant  has  a  website,  and  that  site  will  often 
let  the  casual  visitor  download  copies  of  its 
owner’s  work.  And,  though  it  has  taken  a 
while,  some  publishers  have  decided  they 
do  mind  about  this-indeed  one,  Elsevier,  ►► 


Diabetes  and  insulin 

Not-so-bitter  pill 

A  better  way  than  injection  for  diabetics  to  administer  insulin 
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►  based  in  the  Netherlands,  has  been  fight¬ 
ing  back.  It  is  using  the  Digital  Millennium 
Copyright  Act  (dmca),  an  American  law 
that  lets  copyright  holders  demand  the  re¬ 
moval  of  anything  posted  online  without 
their  permission,  to  require  individual  sci¬ 
entists  to  eliminate  from  their  websites  pa¬ 
pers  published  in  its  journals.  In  doing  so  it 
has  stirred  a  hornets’  nest. 

The  first  hornets  to  come  buzzing  out 
were  members  of  a  scientific  social-net¬ 
working  site  called  Academia.edu  (in 
which  Rupert  Pennant-Rea,  chairman  of 
The  Economist  Group,  was  an  early  inves¬ 
tor).  In  early  December  they  started  receiv¬ 
ing  e-mails  from  Academia.edu  informing 
them  that  some  of  their  papers  had  been 
removed  from  the  site  in  response  to 
dmca  requests  from  Elsevier. 

When  some  of  them  mentioned  on 
Twitter  what  had  happened,  it  became 
clear  some  universities  had  also  received 
demands  from  Elsevier  that  papers  be  re¬ 
moved  from  the  home  pages  of  individual 
academics.  There  are,  as  a  result,  a  lot  of 
dischuffed  scientists  out  there. 

Elsevier  (which  also  owns  a  scientific 
social-networking  site  called  Mendeley-a 
direct  competitor  to  Academia.edu)  seems 
to  have  the  law  on  its  side.  Like  journalists 
writing  for  a  newspaper,  academics  sub¬ 
mitting  an  article  to  a  journal  usually  sign 
contracts  which  transfer  copyright  to  the 
publisher.  But,  though  the  firm  may  be 
right  legally,  culturally  it  is  on  trickier 
ground,  given  the  ubiquity  of  current  prac¬ 
tice.  As  Thomas  Hickerson,  the  University 
of  Calgary’s  chief  librarian,  puts  it,  “re¬ 
questing  such  removals... seems  at  odds 
with  the  nature  of  an  academic  enterprise, 
in  which  the  sharing  of  research  informa¬ 
tion  is  an  essential  element.” 

The  short-term  response  from  scientists 
and  their  employers  seems  to  be  that  if  El¬ 
sevier  persists,  and  other  publishers  join 
in,  they  will  try  to  find  legal  workarounds. 
As  the  University  of  California,  Irvine, 
which  was  on  the  receiving  end  of  some  of 
the  takedown  notices,  points  out  in  advice 
to  its  staff,  it  is  usually  only  the  final  ver¬ 
sion  of  an  article,  as  it  appears  in  a  journal, 
that  is  covered  by  publisher’s  copyright. 
There  is  nothing  to  stop  scientists  making 
earlier  versions  available.  Many  universi¬ 
ties  run  repositories  in  which  such  drafts 
can  be  deposited  for  anyone  to  read.  In  an 
article  posted  shortly  after  the  row  started, 
Elsevier  itself  pointed  out  that  such  earlier 
versions  can  be  shared  freely. 

In  the  longer  run,  however,  cracking 
down  in  this  way  risks  having  the  perverse 
effect,  from  the  publishers’  point  of  view, 
of  accelerating  the  rise  of  “open  access” 
publishing,  in  which  papers  are  made 
available  online  at  no  cost  to  the  reader, 
and  which  therefore  sidesteps  at  least 
some  of  the  administrative  headaches  of 
traditional  journal  publishing. 

Many  advocates  of  open  access  make  a 


moral  case  for  it,  too,  arguing  that  freely 
available  research  is  a  public  good-and 
that  much  of  it  is  paid  for  by  taxpayers  in 
the  first  place.  Ross  Mounce,  a  palaeontol¬ 
ogist  at  the  University  of  Bath,  in  England, 
and  an  advocate  of  open  access,  is  enthusi¬ 
astic  about  what  has  happened.  “This”,  he 
says,  referring  to  the  row,  “has  been  great 
[for  open-access  advocates].  Lots  of  people 
who  were  completely  apathetic  before  are 
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starting  to  realise  the  importance  of  how 
we  distribute  scientific  research.” 

That  point  is  not  lost  on  the  publishers 
themselves.  Elsevier  has  created  open-ac¬ 
cess  journals  of  its  own.  And  the  firm  can 
take  solace  from  the  fact  that-for  now,  at 
least-none  of  the  opprobrium  heaped 
upon  it  has  had  much  effect  on  its  bottom 
line.  In  2012  it  posted  profits  of  £78001  from 
revenues  of  £2.1  billion.  ■ 


Biomedical  research  budgets 

The  party’s  over 


NEWYORK 

But  if  you  want  to  go  to  the  after-party,  it’s  in  Asia 


I  IKE  many  other  things,  biomedical  re¬ 
search  is  moving  east.  A  paper  pub¬ 
lished  in  the  New  England  Journal  of  Medi¬ 
cine  by  a  team  led  by  Justin  Chakma  of 
Thomas,  McNerney  &  Partners,  an  Ameri¬ 
can  venture-capital  firm,  shows  a  marked 
shift  in  spending  from  Europe  and  North 
America  to  Asia.  In  China,  where  the  most 
recent  five-year  plan  has  made  such  re¬ 
search  a  priority,  the  amount  disbursed  in¬ 
creased,  in  real  terms,  by  an  average  of  33% 
a  year  between  2007  and  2012.  In  Japan  it 
was  up  by  an  average  of  6%  each  year.  In 
the  United  States  it  fell  by  2%  a  year.  As  a 
consequence,  America’s  share  of  the  total 
shrank  from  51%  in  2007  to  45%  in  2012. 

Overall,  Mr  Chakma  found,  researchers 
on  the  three  continents  looked  at  (which, 
since  “Asia”  included  Australia,  are  the  lo¬ 
cations  of  pretty  much  all  the  biomedical 
research  that  is  done)  chewed  through 
$268.4  billion  in  2012.  Adjusted  for  infla¬ 
tion,  that  was  only  2.4%  higher  than  in 
2007.  By  contrast,  between  1999  and  2006 
the  figure  grew  by  an  average  of  10%  a  year. 

Part  of  this  deceleration  is  a  conse¬ 
quence  of  American  drug  companies  rein- 
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ing  in  their  research  arms.  Their  spending 
fell  by  15%  in  real  terms  over  the  six  years 
Mr  Chakma  focused  on,  from  $83.3  billion 
to  $70.4  billion.  But  taxpayers,  too,  are  fork¬ 
ing  out  less.  Last  year,  the  budget  of  Ameri¬ 
ca’s  National  Institutes  of  Health,  the 
world’s  largest  sponsor  of  biomedical  re¬ 
search,  was  $29  billion,  $1.7  billion  below 
that  of  2012-and  22%  less,  in  real  terms, 
than  it  was  a  decade  ago. 

What  effect  these  shifts  will  have  on 
biomedicine’s  bottom  line-more  and  bet¬ 
ter  drugs-remains  to  be  seen.  Japan  has  a 
mature  pharmaceutical  industry,  so 
should  do  well.  At  the  moment,  though, 
China’s  research  record  is  patchy,  with  too 
many  trivial  and  pointless  “me  too”  stud¬ 
ies,  and  a  disturbing  amount  of  outright 
fraud.  With  luck,  the  application  of  large 
quantities  of  yuan  and  the  return  of  re¬ 
searchers  trained  in  the  methods  of  West¬ 
ern  laboratories  will  change  that. 

The  slowing  of  the  growth  of  total  glo¬ 
bal  spending  is  more  worrying,  though  the 
amount  of  time  drugs  take  to  develop 
means  its  effect  may  not  be  seen  for  a 
while.  American  regulators  approved  27 
new  drugs  in  2013,  and  39  in  2012,  a  number 
not  seen  since  1996.  In  ten  years’  time  the 
present  day  may  seem  like  a  golden  age.  ■ 
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Protest  in  Russia 

Riotous  assembly 


What  Pussy  Riot  is  all  about 

WOMEN  had  a  rotten  time  in  the 
Soviet  Union.  Communist  notions 
of  sexual  equality  forced  them  into  hard 
manual  labour.  Homemaking  was  both 
disregarded  and  hugely  burdensome,  with 
primitive  appliances  and  endless  queues. 
Western-style  feminism  has  made  little 
headway  in  Russia,  in  practice  or  in  theory. 
University  syllabuses  still  ignore  feminist 
perspectives  on  culture  or  philosophy. 

It  is  against  this  scenery  that  Masha 
Gessen  tells  the  story  of  Pussy  Riot,  three 
of  whose  young  women  became  famous 
when  they  were  jailed  after  putting  on  a 
brief  sacrilegious  performance  two  years 
ago  in  the  Cathedral  of  Christ  the  Saviour 
in  Moscow.  Pussy  Riot  is  normally  de¬ 
scribed  as  a  “feminist  punk  protest  group”, 
but  the  shorthand  term  is  misleading.  They 
are  not  musicians,  not  punks  and  not  really 
a  group.  They  dislike  Vladimir  Putin’s  re¬ 
gime  but  they  have  many  other  targets  too, 
including  academic  orthodoxy,  patriarchy 
and  consumerism.  Their  bravery  is  more 
impressive  than  their  organisation. 

Ms  Gessen  is  a  journalist  and  author 
with  dual  Russian  and  American  national¬ 
ity.  She  is  in  a  same-sex  marriage  and  has 
three  children.  In  the  current  homophobic 
climate  in  Russia,  she  risks  losing  them, 
which  is  why  she  has  recently  moved  her 
family  to  New  York.  Ms  Gessen  is  well 
placed  to  explain  the  intricacies  of  Pussy 


Words  Will  Break  Cement:  The  Passion 
of  Pussy  Riot.  By  Masha  Gessen. 

Riverhead;  320  pages;  $16.  Granta;  £9.99 

Riot,  understanding  both  the  political  and 
the  cultural  significance  of  its  birth  and 
rise.  Her  2012  book,  “The  Man  Without  a 
Face”,  is  the  most  scalding  account  so  far  of 
Mr  Putin’s  seamy  past  and  brutish  present. 
She  is  familiar  with  the  exotic  fringes  of 
Western  literary  and  feminist  theory,  and 
their  echoes  and  outcrops  in  the  unfriend¬ 
ly  world  of  modern  Russia. 

Finding  a  way  of  expressing  protest  in  a 
culturally  exhausted  society  is  hugely  chal¬ 
lenging,  Ms  Gessen  argues  in  her  new 
book,  “Words  Will  Break  Cement”.  Post- 
Soviet  Russia  is  in  no  state  to  deal  with  the 
subtler  authoritarianism  of  Mr  Putin’s  cro¬ 
ny  capitalism.  Pussy  Riot  and  its  forerun¬ 
ner,  Voina  (Russian  for  “war”),  she  writes, 
“wanted  to  confront  a  language  of  lies”  but 
there  were  “no  words  left”. 

The  two  groups  tried  teach-ins  on  femi¬ 
nist  art,  and  stunts  such  as  mock  hangings 
of  effigies  in  a  supermarket,  or  forcing  kiss¬ 
es  on  policewomen  (the  group’s  male  sup¬ 
porters  balked  at  doing  the  same  with 
male  officers).  But  these  have  not  worked 
well  either.  Their  political  message  is  easily 
lost  amid  hostile  media  coverage.  Most 
Russians  seem  to  regard  the  women  in  the 


group  as  blasphemous  hussies  or  nitwits. 

The  book  is  valuable  for  its  insights  into 
the  modern  cultural  history  of  Russia,  with 
all  its  idealistic  muddles,  dead-ends  and 
false  starts.  It  is  also  a  biography  of  the 
group’s  leading  members,  Nadezhda  Tolo- 
konnikova  (pictured),  Maria  Alyokhina 
and  “Kat”  (Yekaterina)  Samutsevich.  Ms 
Gessen’s  sharp  pen  draws  a  caustic  picture 
of  their  show  trials  in  the  summer  of  2012, 
and  provides  full  transcripts  of  their 
speeches.  Like  the  Soviet  dissidents  of  old, 
she  notes,  they  had  little  expectation  of 
justice,  but  they  seized  their  chance  in  the 
dock.  They  played  games  with  procedure, 
trying  to  summon  the  patriarch  as  a  wit¬ 
ness,  and  spoke  to  a  wider  audience.  “Pas¬ 
sion,  openness  and  naivete  exist  on  a  high¬ 
er  ground  than  do  hypocrisy,  lying  and 
false  piety  used  to  mask  crimes.  Top  state 
officials  go  to  church  wearing  the  correct 
facial  expression,  but  they  lie,  and  in  doing 
so  they  sin  more  than  we  ever  did,”  Ms 
Tolokonnikova  declaimed. 

Prison  correspondence  provides  a  viv¬ 
id  picture  of  the  continuing  awfulness  of 
the  Russian  penal  system,  with  its  slave 
labour  and  dire  conditions.  “When  the 
pipes  are  clogged,  urine  gushes  out... and 
clumps  of  faeces  go  flying.  Convicts  are 
always  given  stale  bread,  generously  wa¬ 
tered-down  milk,  exceptionally  rancid  mil¬ 
let  and  only  rotten  potatoes.”  Attempts  to 
complain  provoke  revenge,  petty  and  not 
so  petty,  from  the  prison  authorities.  Only 
hunger  strikes  win  some  respite. 

Ms  Gessen  has  rushed  into  print  be¬ 
cause  Ms  Tolokonnikova  and  Ms  Alyok¬ 
hina  have  just  been  released,  in  a  window- 
dressing  exercise  before  next  month’s  win¬ 
ter  Olympics  in  the  Russian  resort  of  Sochi. 
Her  book  is  ideal  for  those  curious  about 
the  country  behind  the  games.  ■ 
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Rubbish 

Plastic  arts 


Junkyard  Planet:  Travels  in  the 
Billion-Dollar  Trash  Trade.  By  Adam  Minter. 
Bloomsbury;  304  pages;  $26  and  £18.99 

13  ECYCLING  bins  overflow  after  the  holi- 
JVdays,  stuffed  with  gift  wrapping  and 
tangled  Christmas-tree  lights.  Rarely  does 
this  junk  earn  a  second  thought.  But  where 
does  it  all  go?  Probably  Asia,  and  particu¬ 
larly  China,  the  largest  importer  of  recy¬ 
cling  from  the  rich  world.  Those  broken 
lights,  for  example,  may  turn  up  in  Guang¬ 
dong  province  where  factories  salvage  the 
copper  wire  and  melt  the  stripped  plastic 
into  new  slipper  soles.  China’s  thriving 
economy  is  desperate  for  stuff  that 
consumers  in  America  and  elsewhere 
carelessly  throw  away. 

The  multibillion-dollar  recycling  trade 
stands  as  “one  of  globalisation’s  great, 
green  successes”,  writes  Adam  Minter,  an 
American  journalist,  in  “Junkyard  Planet”. 
It  is  also  a  largely  unsung  one,  as  under- 
appreciated  as  a  rusty  bike.  The  industry 
turns  over  as  much  as  $500  billion  annual¬ 
ly,  and  employs  a  huge  number  of  people. 
After  years  spent  travelling  the  junk  heaps 
of  the  world,  and  a  decade  living  in  China, 
Mr  Minter  is  keen  to  give  the  scrap-dealers 
their  due.  Son  of  an  American  scrapyard 
owner,  he  approaches  the  industry  with 
affectionate  curiosity,  marvelling  at  the 
“groan  and  crunch”  of  machines  that  turn 
rubbish  into  usable  goods. 

When  Mr  Minter  first  moved  to  Shang¬ 


hai  in  2002,  the  city  had  three  subway 
lines;  ten  years  later  it  boasts  one  of  the 
world’s  largest  systems,  with  n  lines  and 
270  miles  of  track.  Building  booms  in  the 
developing  world,  particularly  in  China, 
have  caused  an  explosion  of  demand  for 
steel,  copper  and  other  resources.  Yet  Chi¬ 
na  lacks  the  raw  materials  it  needs,  so  it  im¬ 
ports  the  metal,  often  as  scrap.  This  has 
pushed  up  prices;  a  pound  of  copper  has 
risen  from  60  cents  in  the  late  1990s  to  near¬ 
ly  $3.40  today.  Americans,  meanwhile, 
have  more  scrap  than  they  can  handle. 
Known  among  scrap  traders  as  the  “Saudi 
Arabia  of  Scrap”,  the  country  lacks  real  de¬ 
mand  for  manufacturing  materials.  Ameri¬ 
can  labour  costs  are  too  high-and  environ¬ 
mental  regulations  too  onerous-for  it  to  be 
cost-effective  to  salvage  most  scrap  any¬ 
way.  For  the  savvy,  fast-talking  business¬ 
men  of  the  international  scrap  trade,  this 
has  created  a  profitable  exchange.  It  has 
also  driven  the  kind  of  innovation  that 
diverts  more  junk  from  landfills. 

For  example,  people  now  worry  more 
about  the  afterlife  of  their  mobile  phones 
than  their  cars  because  of  the  invention  of 
the  motor  shredder,  which  turns  old 
vehicles  into  scrap  metal.  In  1970  at  least 
20m  rusting  cars  were  abandoned  across 
America.  In  2012  America  recycled  nearly 
11.9m  cars.  China,  the  world’s  biggest  car 
buyer,  has  become  the  fastest  growing 
market  for  shredders. 

America’s  trade  deficit  with  China  rein¬ 
forces  the  two  countries’  relationship  as 
recycling  partners.  Americans  consume, 
and  therefore  dispose  of,  more  goods  than 
their  Chinese  counterparts.  And  it  is  also 
often  cheaper  for  American  scrap-  yards  to 
send  their  goods  to  China  than  anywhere 
else  in  the  world.  This  is  because  shipping 
companies  hauling  goods  to  America 
would  rather  not  return  to  China  empty, 
and  so  they  offer  discounts  on  what  they 
call  their  “back-hauls”. 

Whether  Mr  Minter  is  accompanying  a 
Chinese  scrap  buyer  on  a  road  trip  through 
the  American  Midwest  or  trying  to  sell  his 
old  mobile  phones  in  Guiyu,  China’s  con¬ 
troversial  electronic-waste  recycling  zone, 
he  is  an  authorial  engaging  guide  through 
the  global  trash  trade.  Dirty,  dangerous, 
cheap  to  get  into  and  not  without  romance, 
the  junk  business  extracts  value  from  what 
others  see  as  worthless.  Mr  Minter  is  not 
blind  to  the  grim  realities  of  the  industry. 
Wen’an  county  in  China,  a  place  once 
known  for  its  fertile  soil,  clear  streams  and 
peach  trees,  was  the  “most  polluted  place” 
he  ever  visited  because  of  its  role  in  the 
plastics  trade. 

But  any  recrimination  over  these  recy¬ 
cling  practices  is  best  directed  at  the  rich 
world  and  at  the  increasingly  wealthy  Chi¬ 
nese  who  are  beginning  to  match  their 
wasteful,  spendthrift  counterparts  in  the 
West.  The  recycling  industry  squeezes  val¬ 
ue  from  used  goods,  but  nothing  is  100%  re- 
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cyclable.  The  special  chemistry  of  many 
products,  such  as  iPhone  touchscreens, 
means  they  cannot  be  recycled.  Consum¬ 
ers  should  be  more  aware  of  what  is  nasty 
and  companies  should  be  nudged  to  de¬ 
sign  products  that  are  easier  to  repair  and 
recycle.  In  the  meantime,  a  bit  more  appre¬ 
ciation  might  be  spared  for  junkyards, 
without  which  “the  world  would  be  a  dirt¬ 
ier  and  less  interesting  place”.  ■ 


Literary  ladies 

Come  the 
X-chromosome 


HowTo  Be  a  Heroine:  Or,  What  I've  Learned 
From  Reading  Too  Much.  By  Samantha  Ellis. 
Chatto  &  Wind  us;  264  pages;  £16.99 

WOULD  you  rather  be  Charlotte 
Bronte’s  Jane  Eyre  or  Emily’s  Cathy 
Earnshaw?  This  is  the  debate  Samantha  El¬ 
lis  was  having  with  a  friend  as  they  wan¬ 
dered  over  the  wild  Yorkshire  moors  to  see 
the  farmhouse  that  inspired  “Wuthering 
Heights”.  Ms  Ellis,  a  British  author  and 
playwright,  had  always  identified  with 
passionate  and  headstrong  Cathy,  but  per¬ 
haps  independent,  brave  Jane  was  the 
truer  heroine. 

This  thought  prompted  her  to  reread 
her  favourite  novels  and  reassess  her  hero¬ 
ines.  The  result  is  a  delightful  and  hilarious 
memoir  about  the  characters  she  loved  as 
a  prim  girl  with  an  overactive  imagination 
(the  hair  of  “The  Little  Mermaid”  “curls  like 
the  waves  she  lives  in”)  and  the  ones  she 
has  come  to  admire  as  an  independent 
thirty-something  (Jane  Eyre’s  preternatu¬ 
ral  calm  “now  seems  like  enviable  self- 
possession”.)  Ms  Ellis  grew  up  an  Iraqi-Jew 
in  London,  so  her  appetite  for  reading  was 
a  quest  for  self-identity  too. 

She  sometimes  misread  the  messages. 
“Gone  With  the  Wind”  made  her  crash  diet 
so  she  could  have  a  17-inch  waist  like  Scar¬ 
lett  O’Hara.  More  worryingly,  “The  Bell 
Jar”  made  her  think  womanhood  was  only 
about  suffering.  But  there  were  good  influ¬ 
ences  too.  It  was  “Anne  of  Green  Gables” 
who  made  Ms  Ellis  channel  her  imagina¬ 
tion  into  becoming  a  writer,  and  “Marjorie 
Morningstar”  who  instilled  within  her  a 
love  of  theatre. 

Franny  Glass  in  J.D.  Salinger’s  “Franny 
and  Zooey”  helped  her  “find  meaning 
outside  religion”.  She  wishes  she’d  read 
Shirley  Conran’s  “Lace”  in  her  20s.  The 
1980s  British  bonkbuster  is  a  career- 
woman’s  handbook  about  four  trail- 
blazing  women  who  shun  convenient 
marriages  for  big  hair,  leopard  prints  and 
gainful  employment. 

There  is  a  streak  of  feminism  in  Ms 
Ellis’s  soul-searching,  but  warm  self-dep- 
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►  recation  comes  more  naturally  to  her.  In 
search  of  a  happy  spinster  she  finds  Lily  in 
Virginia  Woolf’s  “To  the  Lighthouse”  and 
tells  a  male  writer  that  the  lighthouse  is  a 
beacon  of  her  self-sufficiency.  He,  how¬ 
ever,  laughs  and  says  it  is  a  phallus,  and  a 
feminist  friend  claims  it  is  a  dildo.  Heroines 
can  rarely  exist  without  heroes.  Ms  Ellis 
was  brought  up  to  find  a  sensible  Jewish 
husband  but  still  she  swooned  over 
princes,  villains,  cads  and  dreamboats. 
“Rhett  Butler  still  makes  me  flutter.” 

People  are  often  told  not  to  meet  their 
heroines.  But  Ms  Ellis  hails  them  as  old 
friends,  imagining  them  all  at  a  raucous 
party  in  her  flat.  If  there  is  a  moral  to  the 
story,  perhaps  it  is  that  you  grow  into  your 
own  heroines.  Until  then,  have  a  ball 
trying  on  their  clothes.  ■ 


Chinese  fiction 

Learning  to  live 


Boy  in  the  Twilight:  Stories  of  the  Hidden 
China.  By  Yu  Hua.  Translated  by  Allan  Barr. 
Pantheon;  208  pages;  $24 

AS  A  young  man  in  small-town  China  in 
L1978,  Yu  Hua  spent  a  summer  immu¬ 
nising  local  workers.  Each  needle  had  been 
used  multiple  times,  so  many  had  a  barbed 
tip.  Usually  they  went  in  quite  easily;  it  was 
upon  removal  that  the  flesh  ripped.  Day 
after  day  labourers  offered  their  arms.  It 
was  only  when  Mr  Yu  vaccinated  a  kinder¬ 
garten  group,  and  saw  how  the  children 
screamed  as  the  needle  snagged  a  chunk  of 
tender  skin,  that  he  realised  how  the  fac¬ 
tory  workers  had  suffered.  Through  his 
writing  he  has  been  trying  to  register  the 
pain  of  ordinary  Chinese  ever  since. 

Mr  Yu  did  so  most  famously  in  his  1992 
novel,  “To  Live”,  later  made  into  a  film. 
Now  “Boy  in  the  Twilight”,  a  collection  of 
short  stories  written  between  1993  and 
1998,  has  been  translated  into  English  with 
great  elegance  by  Allan  Barr.  Whereas  Mr 
Yu’s  earlier  stories  were  violent  and 
bloody,  in  this  work  the  brutality  is  mental: 
the  cruelty  of  a  life  foreshortened;  the  un¬ 
warranted  destruction  of  a  marriage;  the 
simple,  horrific  savagery  of  everyday  life. 
For  this  author,  that  which  does  not 
destroy  people  makes  them  bullies  and 
cuckolds.  Relief  comes  rarely. 

In  the  opening  piece,  “No  Name  of  My 
Own”,  a  boy  is  told  he  is  a  “halfwit”,  an  or¬ 
phan  by  his  own  doing:  “Your  head  was 
too  big,  you  were  the  death  of  her  [your 
mother].”  Locals  shout  at  him  and  kick  him 
for  being  simple;  occasionally  they  ask 
him:  “What  is  your  name?  When  you  die, 
we  want  to  know  who  it  is  has  died. . . ” 

The  audacity  of  some  of  Mr  Yu’s  char- 


New  cinema:  "Her" 

I  me  mine 


Science  fiction  for  babies 

THE  love  interest  in  Spike  Jonze’s  new 
science  fiction-tinged  comedy  drama, 
“Her”,  is  typical  Hollywood:  a  perky 
hybrid  of  nursemaid,  personal  assistant 
and  sex  worker,  someone  who  exists 
solely  to  motivate  her  socially  maladjust¬ 
ed  boyfriend.  For  once  the  character¬ 
isation  is  forgivable:  this  particular  hero¬ 
ine  is  not  human. 

Instead,  she  is  an  artificially  intelligent 
operating  system  belonging  to  a  sheepish 
writer  named  Theodore  Twombly  (Joa¬ 
quin  Phoenix,  pictured).  As  soon  as  he 
uploads  her  to  his  computer,  she  names 
herself  Samantha  and  takes  on  the  se¬ 
ductively  husky  voice  of  Scarlett  Johans¬ 
son.  Even  without  Ms  Johansson’s 
looks-or  anyone  else’s,  for  that  matter— 
she  is  so  chatty  and  obliging  that  Theo¬ 
dore  falls  for  her.  Her  ability  to  file  years’ 
worth  of  e-mails  in  a  fraction  of  a  second 
is  a  help  as  well. 

“Her”  sounds  like  a  satire  on  male 
immaturity  and  society’s  addiction  to 
technology,  but  Mr  Jonze,  who  wrote  the 
screenplay  and  directed,  treats  the  bud¬ 
ding  romance  between  a  man  and  his 


software  with  awed  respect.  Theodore’s 
former  wife  (Rooney  Mara)  makes  the 
odd  waspish  remark  about  her  ex’s  in¬ 
ability  to  engage  with  a  real  woman,  but 
the  other  characters  all  congratulate  him 
on  following  his  heart.  The  pairing  is 
further  sanctified  by  the  film’s  dreamy 
soundscapes  and  blissed-out  cinematog¬ 
raphy,  which  entails  shooting  half  of  the 
scenes  just  as  the  sun  is  setting. 

The  film’s  rarefied,  reverential  atmo¬ 
sphere  is  effective  for  a  while.  The  viewer 
is  hypnotised  into  taking  the  same  leap 
of  faith  that  Theodore  does,  and  seeing 
his  affair  as  something  both  uplifting  and 
philosophically  intriguing.  Once  the 
head  clears,  though,  all  that  is  left  is  the 
unacknowledged  creepiness  of  the  cen¬ 
tral  master-slave  relationship.  Samantha 
is  not  just  a  computer  program,  she’s  a 
computer  program  that  has  been  created 
specifically  to  cater  to  Theodore’s  every 
whim.  Are  we  really  supposed  to  care 
whether  the  two  of  them  live  happily 
ever  after?  Stick  with  the  ex-wife  on  this 
one.  Theodore,  and  Mr  Jonze,  should 
grow  up. 


acters  is  almost  like  a  slap.  In  “On  the 
Bridge”  a  couple  married  for  five  years 
spend  a  tense  week  waiting  to  see  if  the 
wife  is  pregnant.  A  few  moments  after  dis¬ 
covering  she  is  not,  her  husband  says  he 
wants  a  divorce  and  walks  off.  In  “Appen¬ 
dix”  a  surgeon  boasts  to  his  adoring  sons 
that  he  would  operate  on  himself  if  need¬ 
ed.  One  day,  groaning  with  appendicitis, 
he  shouts  for  them  to  fetch  a  doctor.  They 


realise  their  dad  can  now  be  the  hero  of 
their  dreams  and  they  return  without  help. 

There  are  rare  moments  of  lightness.  In 
“Why  There  Was  No  Music”  a  man  woos 
his  future  wife  with  his  ability  to  eat 
shrimps  clean  of  their  shell  in  one  gulp. 
Even  when  the  stories  are  without  re¬ 
demption,  the  vigour  of  Mr  Yu’s  storytell¬ 
ing  and  his  precise,  elegant  prose  make  for 
a  compelling,  if  rarely  comforting,  read.  ■ 
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Corporate  culture 

Learning  the  lingo 


Forget  annual  reports.  Go  to  the  canteen  for  what  makes  a  company  tick 


IN  JULY  2012  the  treasury  committee  of 
Britain’s  House  of  Commons  sum¬ 
moned  the  boss  of  Barclays,  Bob  Dia¬ 
mond,  to  face  the  music.  Barclays  had  been 
caught  taking  part  in  an  industry-wide 
conspiracy  to  fix  Libor,  a  benchmark  inter¬ 
est  rate,  and  the  members  of  parliament 
wanted  to  know  what  was  going  on.  Why 
had  friendly  high-street  banks  been  trans¬ 
formed  into  financial  casinos?  And  why 
did  scandals  keep  piling  upon  scandals  de¬ 
spite  outrage  from  the  public  and  promises 
to  mend  their  ways  from  banking  ceos? 
Much  of  the  answer,  according  to  both  Mr 
Diamond  and  his  interrogators,  lay  in  a 
phrase  that  was  used  more  than  50  times 
during  the  hearing:  “corporate  culture”. 

“Culture”  is  the  mot  dujour  in  the  busi¬ 
ness  world.  Why  do  the  wolves  of  Wall 
Street  howl?  Because  Wall  Street  has  a 
wolverine  culture.  Why  do  mergers  fail? 
Because  the  cultures  of  the  companies 
doing  the  merging  often  clash.  Why  do 
some  companies  succeed  and  others  fail? 
Because  they  have  either  supportive  or 
toxic  cultures. 

This  is  not  just  pap  for  lazy  journalists. 
Some  of  the  most  successful  bosses  are 
obsessed  by  “culture”.  Dave  Barger,  the 


Leverage:  The  CEO's  Guide  to  Corporate 
Culture.  By  John  Childress.  Principia 
Associates;  353  pages;  $24 

ceo  of  JetBlue,  a  budget  airline,  argues 
that  it  is  much  harder  for  competitors  to 
copy  your  culture  than  your  strategy.  Tony 
Hsieh,  the  founder  of  Zappos,  an  internet 
retailer,  ascribes  his  company’s  success  to 
its  idiosyncratic  culture,  which  is  lovingly 
described  in  a  book,  “Delivering  Happi¬ 
ness”.  Netflix,  an  online-video  business, 
regards  its  culture  as  so  important  that  it 
has  tried  to  distil  it  into  a  126-page  Power¬ 
Point  presentation.  So  far  the  document 
has  been  viewed  more  than  4m  times. 

But  what  does  “corporate  culture”  actu¬ 
ally  mean?  For  some  people  it  means  the 
image  that  a  company  projects  to  the 
world.  For  others  it  means  a  company’s 
most  cherished  habits-the  hp  Way  or  the 
Walmart  Way.  For  others  still  it  means  its 
canteen  culture,  “the  way  we  do  things 
around  here”,  which  is  often  the  opposite 
of  the  formal  rules.  Goldman  Sachs’s  for¬ 
mal  culture  proclaims  that  customers 
come  first.  Its  canteen  culture,  at  least  ac¬ 
cording  to  one  former  banker  at  the  firm, 
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proclaims  that  customers  are  “Muppets”. 
“ceos  can  talk  and  blab  all  day  about 
culture,”  Jack  Welch  once  said,  “but  the 
employees  know  who  the  jerks  are.” 

The  term  is  so  vague  that  culture-based 
explanations  are  often  meaningless.  Are 
bankers  greedy  because  banks  have  a  toxic 
culture  or  do  banks  have  a  toxic  culture  be¬ 
cause  bankers  are  greedy?  Do  companies 
fail  because  they  have  a  toxic  culture  or  do 
they  have  a  toxic  culture  because  they  are 
going  down  the  pan?  Some  successful 
companies,  such  as  Apple,  elicit  cultlike 
loyalty  from  their  employees.  Others, 
including  Ryanair,  are  as  unpopular  with 
their  employees  as  they  are  with  their 
customers.  Perhaps  there  are  as  many  suc¬ 
cessful  cultures  as  there  are  successful 
companies. 

And  how  do  you  manage  “culture”  suc¬ 
cessfully?  Companies  routinely  produce 
mission  statements  that  are  supposed  to 
express  their  cultural  dna,  but  in  fact  sim¬ 
ply  list  feel-good  words  in  different  permu¬ 
tations.  Companies  equally  routinely  en¬ 
gage  in  “culture  change”  programmes.  But 
these  usually  provoke  fierce  resistance 
from  employees.  Peter  Drucker,  a  booster 
of  corporate  culture,  liked  to  say  that  “cul¬ 
ture  eats  strategy  for  breakfast”;  it  is  equal¬ 
ly  true  to  say  that  canteen  culture  eats  cor¬ 
ner-office  culture  for  breakfast. 

John  Childress,  a  management  consul¬ 
tant,  has  written  a  sensible  if  somewhat 
flat-footed  guide  to  the  subject.  Mr  Chil¬ 
dress  could  have  done  with  a  better  editor: 
“Leverage”  would  have  had  more  leverage 
if  it  had  lost  100  pages  and  a  dozen  over¬ 
used  examples.  His  folksy  prose-style  M 
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►  (“just  what  the  heck  is  corporate  culture''”) 
is  grating.  Still,  he  knows  his  subject  well, 
and  writes  about  it  with  enthusiasm.  He 
produces  some  nice  examples  of  culture- 
driven  disasters:  Carly  Fiorina  failed  as 
CEO  of  Hewlett  Packard  because  she  tried 
to  impose  a  sales  driven  culture  on  an  en¬ 
gineering  dominated  organisation.  He 
notes  that  it  is  pointless  to  focus  on  produc¬ 
ing  the  right  culture  if  you  do  not  back  it  up 
with  robust  business  capabilities:  Zappos 
can  turn  around  an  order  in  eight  minutes 
thanks  to  heavy  investment  in  technology. 
He  also  points  out  that  the  most  common 
mistake  bosses  make  when  they  try  to 
change  cultures  is  to  think  in  grandiose 
terms,  whereas  it  is  often  the  little  things 
that  matter  most.  “Sensible”  might  not 
sound  like  particularly  high  praise  but,  for 
a  business  book  in  this  charlatan-infested 
field,  it  is  an  accolade  worth  having.  ■ 


Entertainment  companies 

Give  me  another 
hit 


Blockbusters:  Hit-making,  Risk-taking, 
and  the  Big  Business  of  Entertainment.  By 

A'  ta  Elberse.  Henry  Holt;  320  pages;  $30. 
Faber  and  Faber;  £14.99 

IN  THE  second  world  war  a  “blockbuster” 
was  a  bomb  that  could  obliterate  whole 
streets.  Today  it  is  the  kind  of  hit  creation 
that  every  media  executive  prays  for.  Popu¬ 
lar  films,  books,  music  albums  and  sports 
teams  that  bring  in  huge  audiences-and 
vast  profits-can  determine  whether  a  year 
is  profitable  or  loss-making,  and  break  a 
boss’s  career. 

The  entertainment  industry’s  search  for 
the  golden  release  is  the  focus  of  “Block¬ 
busters”  by  Anita  Elberse,  a  professor  of 
business  administration  at  Harvard  Busi¬ 
ness  SchooL  Conventional  corporate  wis¬ 
dom  maintains  that  spreading  resources 
across  many  smaller  properties  is  sounder 
than  pushing  money  into  a  few  big,  con¬ 
centrated  bets.  Ms  Elberse  uses  case  stud¬ 
ies  from  the  film,  television,  music  and 
sporting  worlds  to  argue  that,  counterin¬ 
tuitively,  “the  idea  of  smaller  bets  being 
‘safer’  is  a  myth.”  Nurturing  a  few  choice 
works— and  pumping  marketing  dollars 
their  way— helps  firms  create  superstars 
and  super  products,  and  is  the  key  to  far 
higher  profits.  Ms  Elberse  cites  Grand  Cen¬ 
tral  Publishing  (formerly  Warner  Books)  as 
one  example:  the  top  io%  of  its  titles  ac¬ 
count  for  64%  of  the  publisher’s  costs,  but 
126%  of  its  profits. 

The  thesis  that  popular  products  earn 
more  money  might  seem  as  obvious  as  the 
plot  of  the  latest  Hollywood  film  you  saw. 
But  it  is  not  what  business  experts  predict- 


American  banks 

Not  big  enough 

A  strident  defence.  Pity  it’s  so  disappointing 


Guardians  of  Prosperity:  Why  America 
Needs  Big  Banks.  By  Richard  Bove. 
Portfolio;  288  pages;  128.95  and  £ 18.99 

IF  ANY  good  has  come  out  of  the 
financial  crisis  that  reached  its  peak  in 
late  2008  it  has  been  a  plethora  of  useful 
books.  These  have  ranged  from  “Too  Big 
to  Fail”,  Andrew  Ross  Sorkin’s  fly-on-the- 
wall  account  of  the  efforts  by  the  Federal 
Reserve  and  America’s  Treasury  Depart¬ 
ment  to  save  the  banking  system,  to  the 
more  recent  analytical  work  of  Anat 
Admati  and  Martin  Hellwig  in  “The 
Bankers’  New  Clothes”.  A  common 
theme  of  many  of  these  books  has  been 
that  big  banks  are  dangerous,  regulations 
are  worryingly  lax  and  bankers  are  self- 
serving  maniacs  who  need  to  be  curbed. 

Amid  all  this  admittedly  gratifying 
banker-bashing  there  have  been  remark¬ 
ably  few  words  written  in  defence  of  big 
banks.  This  is  partly  addressed  by 
“Guardians  of  Prosperity”,  by  Richard 
Bove,  a  respected  banking  analyst  with 
decades  of  experience. 

Mr  Bove  sets  out  to  challenge  the  very 
notion  that  America’s  biggest  banks  are 
too  big  to  fail.  With  some  justification,  he 
places  blame  for  the  crisis  not  on  individ¬ 
ual  bankers  but  on  macroeconomic 
imbalances  in  the  world  economy.  Prime 
among  these  were  America’s  trade  deficit 
and  China’s  surplus  that  sent  oceans  of 
money  sloshing  through  the  world’s 
financial  system  and  spurred  the  creation 
of  toxic  mortgages  in  America.  Also 
culpable  in  Mr  Bove’s  eyes  were  regu¬ 
lators,  who  should  have  stopped  banks 
making  risky  loans,  and  politicians,  who 
encouraged  lending  to  people  who  could 
not  afford  to  repay  their  mortgages.  The 
cure  of  tougher  regulation  and  higher 
capital  standards,  he  argues,  “has  made 
things  worse”  by  driving  up  the  cost  of 
financial  services  and  making  it  harder 
for  small  businesses  to  borrow. 

This  book  provides  a  timely  challenge 
to  much  of  the  wisdom  that  is  now  ac¬ 


cepted  on  the  causes  of  the  financial 
crisis  and  on  the  cures  to  prevent  the  next 
one.  Yet  it  is  ultimately  an  unsatisfying 
series  of  assertions  rather  than  a  rea¬ 
soned  argument  Capital,  the  author 
argues,  plays  no  role  in  making  banks 
safer.  Yet  he  cites  as  evidence  little  more 
than  a  string  of  examples  of  banks  that 
appeared  to  be  well-capitalised  before 
they  failed,  without  acknowledging  that 
capital  can  curb  risk-taking  and  absorb 
losses.  He  argues  that  big  banks  are  un¬ 
equivocally  good  despite  ample  evi¬ 
dence  that  they  pose  a  greater  danger  to 
the  rest  of  the  financial  system  than 
smaller  ones,  and  are  thus  more  likely  to 
be  bailed  out  by  taxpayers.  Trimming 
them,  he  frets,  may  lead  to  “a  point  when 
America  can  no  longer  be  called  a  super¬ 
power”  and  would  be  “handing  the 
baton  to  China”. 

Regulators  and  their  charges  would 
benefit  from  a  critical  and  thoughtful 
rebuttal  of  the  current  unanimity  on  the 
need  for  tougher  regulation  and  more 
capital  in  the  banking  system.  Unfortu¬ 
nately  this  is  not  it 


ed  would  happen.  In  2006  Chris  Ander¬ 
son,  the  editor  of  Wired  and  a  former  jour¬ 
nalist  at  The  Economist,  wrote  “The  Long 
Tail:  Why  the  Future  of  Business  is  Selling 
Less  of  More”,  in  which  he  argued  that  the 
internet  would  change  the  demand  curve 
for  entertainment  products.  With  unlimit¬ 
ed  “shelf”  space  available  online  and  more 
refined  search  algorithms  to  direct  people 
to  songs  and  books  they  might  be  interest¬ 
ed  in,  niche  products  would  attract  more 


attention  and  a  greater  share  of  spending. 

Ms  Elb  erse  originally  refuted  Mr  Ander¬ 
son’s  work  in  a  2008  article  for  the  Harvard 
Business  Review,  which  is  the  basis  for  her 
book.  The  tail  has  become  longer,  but  the 
internet  has  helped  bestsellers  become 
even  bigger,  because  people  follow  the  rec¬ 
ommendations  of  friends  and  casual  con¬ 
sumers  opt  for  known  quantities.  In  2011 
just  102  of  the  8m  digital  musical  tracks 
sold  generated  nearly  a  sixth  of  all  sales.  ►► 


74  Business  books  quarterly 


The  Economist  January  lith  2014 


►  Blockbusters  tend  to  be  self-reinforcing, 
because  firms  spend  more  to  promote 
products  they  think  stand  a  better  chance 
of  becoming  popular. 

Ms  Elberse  observes  that  blockbusters 
are  not  just  a  phenomenon  of  the  cinema 
but  exist  across  entertainment 
sectors.  Even  dance  clubs  are  pursuing 
“blockbuster”  strategies,  trying  to  recruit 
star  disc  jockeys  to  bring  in  more  revellers. 
But  blockbusters  can,  of  course,  revert  to 
their  original  definition  and  be  bombs. 
Spending  more  than  $25om  on  a  film,  for 
example,  does  not  guarantee  it  will  have 
an  audience-as  Disney,  one  of  the  sav- 
viest  studios,  discovered  with  “John  Car¬ 
ter”,  a  space-adventure  flop.  Ms  Elberse 
writes  a  great  deal  about  the  role  of  mar¬ 
keting  and  advertising  campaigns  in 
launching  products,  but  devotes  hardly 
any  attention  to  what  determines  whether 


FOR  years  Sleep  HealthCenters,  an 
American  company  that  ran  clinics  at 
which  people  with  sleep  disorders  could 
stay  overnight  to  have  their  ailments  diag¬ 
nosed,  grew  nicely  and  steadily.  But  in  2012 
its  dream  business  turned  sour  as  folk  be¬ 
gan  using  cheap,  wearable  devices  that  let 
experts  monitor  them  while  they  snoozed 
in  the  comfort  of  their  homes.  Sleep 
HealthCenters  closed  some  of  its  facilities 
as  its  revenue  fell,  but  its  fortunes  faded 
rapidly  and  the  following  year  it  threw  in 
the  towel. 

Like  Sleep  HealthCenters’  bosses, 
plenty  of  other  executives  have  had  night¬ 
mares  as  competitors  wielding  new  tech¬ 
nologies  have  sapped  their  firms’  profits. 
Makers  of  portable  gps  navigation  sys¬ 
tems,  for  instance,  saw  sales  plummet  after 
Google  launched  a  free,  turn-by-turn  navi¬ 
gation  service  in  its  Google  Maps  smart¬ 
phone  app.  And  music  companies  saw 
their  margins  shrink  after  Apple  launched 
its  iTunes  digital-music  service. 

These  and  other  examples  of  disrup¬ 
tive  innovations  are  becoming  more  com¬ 
mon  thanks  to  the  plummeting  cost  of 
computing  power,  the  internet’s  ability  to 
make  new  offerings  go  viral  and  a  host  of 
other  factors.  Larry  Downes,  a  researcher 
and  writer,  and  Paul  Nunes  of  Accenture,  a 
consultancy,  argue  that  if  companies  are  to 
survive  attacks  by  “big-bang  disrupters” 
they  need  to  ditch  the  traditional  way  of 
thinking  about  new  entrants  inspired  by 
texts  such  as  Clayton  Christensen’s  1997 


a  media  property  will  take  off. 

Ideally  firms  should  learn  how  to  spot 
talent  early  and  sign  up  musicians  and 
writers  before  they  become  famous.  In¬ 
stead,  firms  prefer  to  buy  artists  and  fran¬ 
chises  that  are  already  successful.  Yet  it  is 
far  more  expensive  to  buy  a  “blockbuster” 
property  than  try  to  nurture  one  internally. 
Nowhere  in  her  book  does  Ms  Elberse  ad¬ 
dress  the  question  of  when  paying  be¬ 
comes  overpaying.  As  more  and  more  me¬ 
dia  companies  follow  the  crowd,  the 
temptation  to  bid  up  the  price  of  author 
manuscripts,  celebrity  talent,  film  scripts 
and  sports  rights  becomes  hard  to  resist. 
This  makes  it  more  likely  that  returns  on  in¬ 
vestment  will  decline.  It  is  hard  to  predict 
when  a  potential  blockbuster  is  too  expen¬ 
sive,  but  that  is  the  one  question  every  hit- 
hungry  media  executive  needs  answered, 
and  answered  soon.  ■ 


Big  Bang  Disruption:  Strategy  in  the 
Age  of  Devastating  Innovation.  By  Larry 
Downes  and  Paul  Nunes.  Portfolio;  278 
pages;  $29.95  and  £14.99 

classic  book,  “The  Innovator’s  Dilemma”. 

According  to  this,  new  competitors 
typically  start  wooing  a  company’s  least 
profitable  customers  with  a  product  that  is 
cheaper  or  one  that  costs  the  same  but 
boasts  innovative  features  or  is  more  easily 
customised.  They  then  gradually  bite  off 
bigger  chunks  of  a  market  as  their  wares 
become  better  known.  Savvy  incumbents 
can  stop  the  rot  by  spotting  insurgents  ear¬ 
ly  and  buying  them  or  by  launching  rival 


offerings,  though  this  risks  undermining 
their  own  profits. 

Messrs  Downes  and  Nunes  think  this 
mindset  and  the  strategies  it  has  inspired 
are  no  longer  useful  in  a  world  where 
entire  product  lines  and  markets  are  being 
created  and  destroyed  at  breakneck  speed. 
As  Google’s  decision  to  offer  free  naviga¬ 
tion  services  shows,  disrupters  may  not 
give  a  jot  about  making  money  in  tradi¬ 
tional  ways  from  a  service.  Moreover,  the 
web  means  all-out  assaults  on  a  market 
can  now  be  mounted  quickly  and  cheaply. 
So  firms  can  no  longer  be  sure  that  rivals 
will  take  a  step-by-step  approach  to  con¬ 
quering  a  market. 

Yet  it  is  not  clear  that  all  this  invalidates 
the  work  of  Mr  Christensen  and  others. 
True,  rivals  can  grow  fast,  but  few  successes 
happen  overnight,  so  eagle-eyed  compa¬ 
nies  still  have  time  to  neutralise  the  oppo¬ 
sition.  Thus  Facebook  spotted  the  rise  of 
Instagram,  a  popular  photo-sharing 
service,  and  snapped  it  up  in  2012.  Amazon 
has  also  swallowed  plenty  of  potential 
rivals,  including  Zappos,  an  online  shoe 
retailer,  and  Ouidsi,  another  e-commerce 
company. 

The  web  helps  to  spawn  big  new  busi¬ 
nesses.  But  some  turn  out  to  be  one-hit 
wonders,  as  Zynga  discovered  to  its  cost.  A 
pioneer  of  social  games  online,  the  Ameri¬ 
can  firm  splashed  out  $i8om  in  2012  for 
omgpop,  a  game  developer  that  had 
launched  Draw  Something,  a  wildly  popu¬ 
lar  game  app  downloaded  millions  of 
times.  But  soon  after  the  deal  was  inked, 
Draw  Something’s  popularity  waned  and 
omgpop  failed  to  produce  another  hit. 
Last  year  Zynga  closed  the  studio. 

All  of  this  means  that  the  challenge  fac¬ 
ing  incumbent  firms  is,  therefore,  to  work 
out  which  threats  are  worth  worrying 
about  and  how  best  to  respond  to  them-a 
rich  seam  that  “Big  Bang  Disruption”  fails 
to  mine  deeply  enough.  Messrs  Downes 
and  Nunes  are  right  that  the  competitive 
heat  has  been  turned  up  by  new  technol¬ 
ogy.  But  cool  heads  are  still  needed  when 
dealing  with  disrupters.  ■ 


Business  strategy  and  technology 

The  Big  Bang  Theory 


How  to  identify  threats-and  then  see  them  off  promptly 
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STANFORD;? 

BUSINESS  Ij 

Executive  Education 


FYI:  Innovation  can  be  taught. 


Thousands  of  senior  global  executives  are  the 
beneficiaries  of  this  unique  opportunity:  To  tap  into 
the  innovation  engine  that  powers  Silicon  Valley.  To 
access  the  minds  who’ve  educated  generations  of 
the  world’s  most  successful  innovators.  To  discover 
an  invaluable  catalyst  for  building  a  corporate  culture 
of  innovation.  Are  you  ready?  Come  to  the  source. 
There’s  only  one:  Stanford. 


UPCOMING  PROGRAMS 

Design  Thinking  Boot  Camp: 

From  Insights  to  Innovation 

March  26-28,  2014 

Executive  Program  for  Women  Leaders 

May  4-9,  2014 

Stanford  Executive  Program 

June  22  -  August  2,  2014 

Mergers  and  Acquisitions 

July  27- August  1,  2014 


Enroll.  Re-boot.  Transform:  stanfordexecutive.com 


Change  lives.  Change  organizations.  Change  the  world. 


<d:- 


CALLING 
F1ITIIR  F 


WORLD 

CLASS.*. 


Introducing  a  jet-set  course  for  high-flying  minds:  the  UCLA-NUS 
Executive  MBA.  Structured  to  fit  the  busy  lifestyle  of  the  international 
traveler,  learning  is  broken  into  manageable  two-week  blocks 
based  in  key  cities  throughout  Asia  and  the  US.  Rated  5th  in  the 
world  in  The  Financial  Times  Executive  MBA  Ranking  2013,  you 
will  earn  not  one,  but  two  world-class  MBAs.  Look  no  further, 
visit  ucla.nus.edu  today. 


UCLA 


NUS 

National  University 
of  Singapore 
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■  I  Lee  Kuan  Yew 

1^9  ■  School  of  Public  Policy 

The  world's 
looking 
towards  Asia. 

Are  you? 


The  Lee  Kuan  Yew  School  offers  you  a 
world-class  master's  degree  and  an  opportunity 
to  network  with  Asia's  future  leaders. 


r 

MPP 

Master  in  Public 
Policy 

MPA 

Master  in  Public 
Administration 

MPM 

Master  in  Public 
Management 

L _ 

SCHOLARSHIPS 

INTERNATIONAL 

EXCHANGES 

DOUBLE  DEGREES* 

_ A 

Scholarships  and  grants  available  to  candidates  who  qualify. 
‘Double  degree  partners  include  Columbia  SIPA,  LSE  and  Sciences  Po. 

Application  deadline:  15  January  2014 


www.lkyspp.nus.edu.sg 


NUS 

National  University 
of  Singapore 


Q5  World  University  rankings  for  2013 


Georgetown  University  ESADE 

School  of  Business  /School  of  foreign  Service  Business  School 


Global  Executive  MBA 

Washington,  D.C.  I  Barceiona/Madrid  I  Sao  Paulo/Rio  de  Janeiro 
Bangalore  |  Beijing/Shanghai  I  New  York 


IT'S  THE  GLOBAL  MBA.  Combining  the  strengths 
of  three  world-class  graduate  schools  and  the 
disciplines  of  international  relations  and  public 
policy  in  modules  spanning  14  months.  Graduates 
receive  MBA  diplomas  from  both  Georgetown 
University  and  ESADE  Business  School. 


DISCOVER  MORE.  Visit  globalexecmba.com. 


CALL  FOR  APPLICATIONS  TO 
THE  DOCTORAL  PROGRAM  ON 
INFORMATION  AND  KNOWLEDGE 
SOCIETY  AT  THE  INTERNET 
INTERDISCIPLINARY  INSTITUTE 
OF  THE  OPEN  UNIVERSITY  OF 
CATALONIA  IN  BARCELONA 

The  Open  University  of  Catalonia  (UOC)  is  an  internet-based  fully 
accredited  University  operating  from  Barcelona  and  serving  over  60,000 
students  worldwide,  including  a  selective  group  of  students  enrolled 
in  a  PhD  Programme  on  the  Information  and  Knowledge  Society.  The 
Internet  Interdisciplinary  Institute  (IN3)  located  in  Barcelona  is  one  of 
UOC’s  research  institutes  and  conducts  frontier  research  on  the  interaction 
between  information  and  communication  technologies,  society,  economy 
and  culture. 

The  IN3  is  accepting  applications  for  the  PhD  Programme  on  the 
Information  and  Knowledge  Society  for  the  2014-2015  academic  year. 
Doctoral  studies  at  the  IN3  can  be  pursued  in  two  modalities.  The  first  one 
requires  residence  in  Barcelona  and  full  time  presence  at  the  IN3.  Successful 
applicants  will  receive  a  fellowship  from  the  Institute  to  devote  themselves 
full  time  to  their  study  and  doctoral  dissertation.  A  second  modality  is 
conducted  fully  online  for  part-time  students.  The  doctoral  program  offers 
two  itineraries  for  specific  fields  of  interest:  information  and  knowledge 
society  and  network  and  information  technologies.  Prospective  applicants 
will  find  in  the  IN3  web  site  (http://in3.uoc.edu)  relevant  information  about 
the  application  procedure,  the  doctoral  fellowships,  and  the  content  and 
organization  of  the  doctoral  program. 

The  deadline  for  application  is  January  31st,  2014. 
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WORLD  CLASS  FACULTY  OXFORD  EXPERIENCE  INTERNATIONAL  SENIOR 
•  PEER  GROUP 


SP 


OXFORD  DIPLOMAS  IN 
STRATEGIC  MANAGEMENT 

Build  on  your  professional  experience  and  develop  your 
strategic  skills  by  attending  four  four-day  modules  over 
13  months.  Choose  from  the  following  diplomas: 

•  Financial  Strategy 

•  Global  Business 

•  Organisational  Leadership 

•  Strategy  and  Innovation 

APPLY  NOW  FOR  LAST  PLACES  IN  2014 
Find  out  more 

matthew.conisbee@sbs.ox.ac.uk 
tel:  +44  (0)1865  610  083 

www.sbs.oxford.edu/diploma 


POSTGRADUATE  DIPLOMA 


THE  NEXT  STEP  IS  UP  TO  YOU... 


''fry' 
UNIVERSITY  OF 

OXFORD 


SAID 

BUSINESS  SCHOOL 


UNIVERSITY  OF  READING 


To  find  out  more,  contact  Sarah  Hayton  on: 

T: +44  (0)1491  418767  E:  exec@henley.ac.uk  www.henley.ac.uk/leadership 


The  Henley  Advanced 
Management  Programme 

NEXT  DATE:  16  March-4  April  2014 


The  Henley  Advanced  Personal 
Leadership  Programme 

NEXT  DATE:  3-8  March  2014 


The  Henley  Leadership  Programme 

NEXT  DATE:  1 0-14  March  2014 


The  Henley  Essentials  of 
Leadership  Programme 

NEXT  DATE:  4-6  February  (Part  1) 
+  26-27  March  2014(Part2) 


OUTSTANDING 

BE  WHAT  YOU  SET  OUT  TO  BE  IN  201 4 

Develop  your  ability  as  an  authentic,  dynamic  and  self-aware 
leader  through  one  of  Henley's  Leadership  Programmes 


The  Economist  January  llth  2014 


78  Appointments 


The  Bank  for 
International 
Settlements  is 
a  global  forum 
for  monetary 
and  financial 
cooperation  and 
a  bank  for  central 
banks 


To  find  out 
more  about  this 
opportunity  and  to 
submit  your  CV  (in 
English),  please  visit 
www.bis.org/careers 


Deadline  for 
applications  is 

15  January  2014 


The  BIS  seeks  a  Research  Analyst  to  join  its  Monetary  and 
Economic  Department.  A  master's  graduate,  you  will  have  a 
strong  track  record  in  statistical  data  collection  and  processing. 
You  also  have  a  sound  knowledge  of  financial  markets, 
and  ideally  have  experience  working  in  a  central  bank  or 
international  financial  institution.  Fluency  in  English  is  essential. 

Join  us  and  put  your  expertise  to  work  in  collecting  and 
analysing  data  from  central  banks  and  supervisory  authorities 
worldwide.  You  will  be  involved  in  the  processing,  quality 
control  and  aggregation  of  data  for  both  BIS  research  and  for 
the  Basel-based  international  committees. 

We  would  like  to  meet  candidates  with  previous  exposure 
to  financial  statistics  and  applied  econometrics.  We  offer 
competitive  conditions  of  employment  and  the  chance  to  work 
in  an  international  environment  alongside  colleagues  from 
more  than  50  countries.  The  BIS  is  an  equal  opportunities 
employer. 

Supporting  global  monetary  and  financial  stability 


©  BANK  FOR  INTERNATIONAL  SETTLEMENTS 


Research  Analyst 

Basel,  Switzerland 


Courses 


UNIVERSITY 

OF  LONDON 

INTERNATIONAL 

PROGRAMMES 


Centre  for  Financial 
&  Management  Studies 


Specialist  programmes  taught  by  distance  learning 

»  MSC  Public  Financial  Management 

Successful  public  managers  need  to  understand  finance. 

This  Masters  degree  in  public  financial  management  offers 
both  a  strategic  view  and  in-depth  technical  knowledge  of 
financial  management  processes,  from  macroeconomic  policy 
to  accounting  and  audit.  Its  global  perspective,  with  examples 
from  all  types  of  countries,  makes  this  programme  unique. 

The  programme  is  designed  for  senior  people  in  national  and 
sub-national  governments,  International  Financial  Institutions, 
accounting  and  consulting  firms  and  NGOs.  It  will  equip 
graduates  with  up  to  date  knowledge  of  financial  management 
processes  and  encourage  a  critical  approach. 

You  can  study  wherever  you  are,  with  module  and  online  resources 
delivered  to  you.  Your  fellow  students,  the  library  and  specialist 
tutors  are  available  on-line.  Examinations  are  taken  locally. 


To  find  out  about  our  programmes,  visit:  www.cefims.ac.uk 
+4410)20  7898  4050  /  enquiriesOcefims.ac.uk 

Apply  now  to  start  your 
programme  in  April, 

June  or  August. 


SOAS 

University  of  London 


Managing  Director,  Professional  Standards 


The  International  Federation  of  Accountants  (IFAC)  is  seeking  a  Managing  Director,  Professional 
Standards. 

The  successful  candidate  will  work  closely  with  the  chairs  and  deputy  chairs  of  the  standard- 
setting  boards  that  IFAC  supports  (IAASB,  IAESB,  IESBA,  and  IPSASB)  to  plan  and  implement 
the  boards'  strategies  and  work  plans,  and  oversee  the  senior  management  that  support  the 
work  of  the  standard  setting  boards. 

He/she  will  act  as  a  liaison  between  the  boards  and  the  Monitoring  Group  and  Public  Interest 
Oversight  Board,  maintain  relationships  with  key  stakeholders,  and  act  as  a  spokesperson  for 
the  boards. 

He/she  will  have  technical  and  standard-setting  experience,  as  well  as  knowledge  of  and 
practice  experience,  with  special  emphasis  on  auditing,  ethics,  accounting  education,  and 
public  sector  accounting.  He/she  should  be  articulate,  confident,  and  exercise  sound  political 
judgment  in  interactions  with  the  press,  members  of  the  profession,  and  the  regulatory 
community  at  both  the  national  and  international  levels. 

This  position  is  not  restricted  professional  accountants.  Candidates  who  have,  or  have  had, 
relationships  with  audit  firms  should  be  able  to  implement  safeguards  against  threats  or 
perceived  threats  of  their  independence. 


For  further  information  about  the  position  and  how  to  apply,  please  refer  to  the  job  description 
on  the  IFAC  website  at  www.ifac.org/careers.  Application  deadline  is  February  1 5,  2014. 


Conferences 


ROTMAN  SCHOOL  OF  MANAGEMENT 

STRATEGY  EXPERTS  SPEAKER  SERIES 

TIM  ROWLEY 

PROFESSOR  OF  STRATEGY,  ROTMAN 

ANDREW  SHIPILOV 

PROFESSOR  OF  STRATEGY,  INSEAD 

AUTHORS:  NETWORK  ADVANTAGE:  HOWTO 
UNLOCK  VALUE  FROM  YOUR  ALLIANCES  & 
PARTNERSHIPS 

JANUARY  20 

CANARY  WHARF,  LONDON  16.00  -  18.00 
PRESENTATION,  DRINKS 

£25  (INCLUDES  1  BOOK,  DRINKS) 

REGISTER:  ROTMAN.UTORONTO.CA/EVENTS 


Tenders 


THE  ITALIAN  PARLIAMENT 

Notice  Inviting  expression  of  interest 
for  the  appointment  of  the 
Parliamentary  Budget  Office 

The  President  of  the  Senate  of  the  Republic  and  the 
President  of  the  Chamber  of  Deputies,  with  reference 
to  the  appointment  of  the  members  of  the 
Pariiamentary  Budget  Office  as  provided  by  Law  no. 
243  of  24  Deoember  2012,  invite  expression  of  interest 
from  petsons  who  fulfil  the  requirements  of  recognised 
independence  and  proven  expertise  and  experience 
in  the  field  of  economics  and  public  finances  at  a 
national  and  international  level,  wishing  to  take  part 
in  a  selection  without  competitive  examination  for  the 
appointment  of  the  members  of  the  Parliamentary 
Budget  Office.  Expressions  of  interest  must  be  sent 
by  20  January  2014  to  the  following  e-mail  address, 
requesting  a  read  receipt:  upb@camera.it. 
Expressions  of  interest  shall  be  sent  and  the  ensuing 
selection  shall  be  conducted  in  the  manner  prescribed 
in  the  “Notice  inviting  expression  of  interest  for 
appointment  as  member  of  the  Board  of  the 
Parliamentary  Budget  Office"  published  on  the 
following  websites:  www.senato.it; www.camera.it; 
and  www.pariamento.it. 


Readers  are  recommended 

to  make  appropriate  enquiries  and  take  appropriate  advice 
before  sending  money,  incurring  any  expense  or  entering 
into  a  binding  commitment  in  relation  to  an  advertisement. 

The  Economist  Newspaper  Limited  shall  not  be  liable  to  any 
person  for  loss  or  damage  incurred  or  suffered  as  a  result 
of  his/her  accepting  or  offering  to  accept  an  invitation 
contained  in  any  advertisement  published  in  The  Economist 


Business  & 
Personal 
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Appointments 


REQUEST  FOR  EXPRESSIONS  OF  INTEREST 
(CONSULTING  SERVICES) 

Republic  of  Yemen 

Preparation  and  Implementation  Support  Project  for  The  Special 
Industrial  Zone  -SIZ-  in  Al-Hodeida  City 

The  Government  of  Yemen  has  received  financing  from  the  MENA  Transition 
Fund  (a  Deauville  Partnership  Initiative)  to  implement  the  "Preparation  and 
Implementation  Support  for  The  Special  Industrial  Zone  -SIZ-  in  Al-Hodeida" 
(The  Project).  The  Islamic  Development  Bank  (IsDB)  has  been  tasked  as  the 
implementation  support  agency  and  the  fund  caretaker  for  the  project. 
The  Government  of  Yemen  intends  to  use  this  financing  for  contracting  a 
consultancy  firm/firms  to  execute  the  components  of  the  referenced  project. 

In  May  201 1,  The  G8  launched  the  Deauville  Partnership  as  a  response  to  the 
historical  changes  underway  in  several  countries  in  the  Middle  East  and  North 
Africa  region.  The  Deauville  Partnership  was  launched  as  a  long-term,  global 
initiative  that  provides  Arab  countries  in  transition  with  a  framework  based  on 
technical  support  to:  (i)  strengthen  governance  for  transparent,  accountable 
governments;  and  (ii)  provide  an  economic  framework  for  sustainable  and 
inclusive  growth.  To  support  the  countries  in  transition  to  formulate  policies 
and  programs  and  implement  reforms,  the  Deauville  Partnership  set  up  the 
MENA  Transition  Fund.  The  Transition  Fund  is  a  broad-based  partnership 
providing  grants  for  technical  cooperation  to  help  transition  countries 
strengthen  their  governance,  social  and  economic  institutions  by  developing 
and  implementing  home-grown  and  country-owned  reforms. 

The  following  are  the  high-level  Project  objectives: 

•  Delivery  of  comprehensive  &  implementable  PPP-based  package  for 
Hodeida-SIZ  to  The  Government  of  Yemen. 

•  Establishment  of  a  legal  entity  'SIZ  Administration  Agency'  supported  by 
a  conducive  legal,  institutional  and  regulatory  framework. 

•  Delivery  of  integrated  Institutional  Support  and  Capacity  Building 
package  to  the  'SIZ  Administration  Agency”  upon  its  establishment. 

In  this  regard.  The  Government  of  Yemen,  invites  consultancy  firms  to 
indicate  their  interest  in  providing  advisory  services  for  the  Project.  Interested 
consultants  must  provide  specific  information  that  demonstrates  that  they 
are  fully  qualified  to  perform  the  services  (brochures,  description  of  similar 
assignments  with  supportive  references,  experience  in  similar  conditions/ 
countries,  availability  of  appropriate  skills  among  staff,  etc.). 

The  selected  consultancy  firm  will  work  in  two  parallel  and  interdependent 
tracks,  i.e.  (1)  Project  Preparation  Advisory  to  design  and  prepare  the  Project 
finance  package,  and  (2)  Legal  and  Regulatory  Advisory  to  design  and  prepare 
the  legal  package.  Accordingly,  the  scope  of  the  assignment  will  cover: 

Component  1:  Project  Preparation  Activities: 

Sub-component  1.1:  Economic,  Policy  and  Market  Assessment 
Sub-component  1.2:  Site  Evaluation,  Master  Planning  and  Costing 
Sub-component  1.3:  Social  and  Environmental  Assessment 
Sub-component  1.4:  Economic  and  Financial  Analysis  and  Structuring 
Subcomponent  1.5:  Development  Strategy  and  Implementation  Plans 

Component  2:  Legal  and  Regulatory  Advisory: 

Subcomponent  2.1:  Legal  Assessment  of  the  legal,  regulatory  and 
institutional  environment  related  to  the  SIZ. 

Subcomponent  2.2:  Institutional  and  Regulatory  Models 
Subcomponent  2.3:  PPP  Concession  Agreement(s) 

Consultancy  firms  may  express  their  interest  in  the  form  of  an  association, 
validated  by  an  agreement  among  members  which  clearly  specifies  the  type 
of  association,  i.e.  a  joint-venture,  intermediate  forms  of  association,  or  sub 
consultancy. 

A  consultancy  firm  will  be  selected  in  accordance  with  the  procedures  set  out 
in  the  Guidelines  for  the  Use  of  Consultants  under  Islamic  Development  Bank 
Financing  (May  2009  Edition). 

Further  information  on  the  assignment  may  be  obtained  at  the  addresses 
below  during  office  hours  (9:00  am  to  02  pm,  GMT+03). 

Expressions  of  interest  must  be  delivered  to  the  addresses  below  by  10 
February  2014  through  email. 

Attention  to: 

Mr.  Abdulilah  Shaiban 

Secretary  General 

Ministry  of  Industry  and  Trade 

P.O.  Box  1916 

Republic  of  Yemen 

Tel:*  967  71 1738641 

Fax:  +967  1  202595 

Email:  shaiban1962@gmail.com 

V _ _ _ — - ' 

The  Economist  January  llth  2014 


A 

AMRO 


futurestep> 


A  Kom/Ferry  Company 


ASEAN+3  MACROECONOMIC  RESEARCH  OFFICE  (AMRO),  located  in  Singapore,  is  the 
surveillance  unit  of  ASEAN+3  countries  (www.arnro-asia.org)  to  (a)  conduct  macroeconomic 
and  financial  surveillance  of  the  members;  (b)  provide  the  members  with  policy  recommendations 
to  mitigate  economic  and  financial  risk  ,,  and  (c )  assist  the  members  if  they  are  utilizing  financial 
rev/urtes  of  the  Chiang  Mai  Initiative  Multilateralisation  (CM/M).  AMRO  is  in  the  transition  period 
of  becoming  an  international  organization 

AMRO  is  currently  looking  for  Principal  Economist  or  principal  level  Senior  Specialist,  Economists 
or  economist  level  Specialists,  and  Coordination  Officer,  starting  from  early-2014  (on  a  fixed  term, 
renewable  at  the  discretion  of  AMRO).  AMRO  offers  competitive  remuneration  and  expatriate 
benefit  packages  pursuant  to  the  internal  guidelines. 

PRINCIPAL  ECONOMIST  (Head  of  Surveillance  Group) 

Principal  Economist  (Head  of  Surveillance  Group)  will  lead  a  surveillance  group  conducting  country 
or  regional  macroeconomic  surveillance  find,  country  consultation  visit),  producing  AMRO’s  key 
regional  economic  report  and  country  surveillance  reports  of  the  ASEAN+3  members,  and  providing 
policy  recommendations  on  the  CM1M  related  issues. 

'The  candidate  should  possess:  (i)  Ph  D.  in  Macroeconomics,  finance.  Public  Finance,  International 
Finance  and  Exchange  Rate  Policy  or  related  fields  from  a  reputable  university,  or  master’s  degree 
with  outstanding  experiences  and  knowledge;  (ii)  Excellent  analytic  skills  in  macroeconomics;  (iii) 
At  least  10*15  years  of  relevant  working  experience  (N.B.  Background  in  multilateral  surveillance 
activities  is  desirable);  (iv)  Deep  understanding  of  the  macroeconomic,  financial,  fiscal  and 
exchange  rate  policies  and  situations  of  ASEAN+3  members  and  advanced  economies. 

SENIOR  SPECIALIST  (Principal  /Senior  Economist  Level) 

Senior  Specialist  will  lead  a  group  conducting  sectorial  based  economic  surveillance  and  research  to 
produce  AMRO’s  key  regional  economic  report  and  country  surveillance  reports  of  the  ASEAN+3 
members,  and  providing  policy  recommendations  on  the  sectorial  related  Issues. 

The  candidate  should  possess:  (i)  Ph.D.  in  Macroeconomics,  Finance,  Public  Finance,  International 
Finance  arid  Exchange  Rate  Policy  or  related  fields  from  a  reputable  university,  or  master’s  degree 
with  outstanding  experiences  and  knowledge;  (ii)  Excellent  analytic  skills  in  macroeconomics  or 
sectorial  issues;  (iii)  At  least  10-15  years  of  relevant  working  experience  (N.B.  Background  in 
multilateral  surveillance  activities  or  financial  institution  management  or  financial  regulatory  1s 
desirable);  (i v)  Deep  understanding  of  the  macroeconomic,  financial,  fiscal  policies  in  the  ASEAN+3 
members  and  advanced  economies,  and  market  situations  and  regulatory  requirements  of  regional 
or  global  financial  markets. 


ECONOMISTS 

Economists  will,  under  the  supervision  of  the  head  of  group,  conduct  macroeconomic  and  financial 
surveillance  of  ASEAN+3  members  (or  advanced  economies)  and  work  on  CMJM  related  issues. 
Work  responsibilities  include  visiting  members,  drafting  surveillance  reports,  preparing  policy 
recommendations,  and  maintaining  database. 

The  candidates  should  possess  (i )  An  advanced  degree  in  Macroeconomic s ,  Finance,  Public  Finance, 
International  Finance  and  Exchange  Rate  Policy  or  related  fields  from  a  reputable  university;  (ii ) 
At  least  5  years  of  relevant  working  experience,  preferably  related  to  economic  policy  issues;  (iii) 
Familiarity  with  the  economic  or  financial  or  fiscal  situations  in  ASEAN+3  or  global  advanced 
economies  (N.B.  experience  with  advanced  economy  surveillance  or  Local  language  skills  and 
knowledge  on  the  member  countries  or  will  be  considered  as  pi  as). 

SPEGALJSTS  (Economist  level) 

Specialists  will,  conduct  sectorial  based  economic  surveillance  of  ASEAN+3  members  and 
advanced  economies,  and  work  on  CMLM  related  issues.  Main  duties  include  supporting  country 
surveillance  and  make  policy  recommendations.  The  candidates  should  possess  (i)  An  advanced 
degree  in  Economics,  Finance,  or  related  fields  from  a  reputable  university;  (ii)  At  least  5  years  of 
relevant  work  experience;  and  (iii)  Familiarity  with  the  economic  and  financial  markets,  or  fiscal  or 
financial  industry  situations  in  ASEAN+3  or  advanced  economies. 

The  specialists  should  have  expertise  in  one  or  more  of  the  follov/mg  areas: 

(i )  Securities  market  ( equity  and  fixed  income)  or  commodity  market  /energy  market 

(ii)  Fiscal  policy  and  public  debt  management 

(iii)  Derivatives 

(iv)  Financial  statistics 

(v)  Banking  industry  risk  management 

Selection  criteria  included  but  are  not  limited  to  the  following: 

Familiarity  with  the  different  financial  products,  institutions,  markets  and  related  regulatory 
requirements 

(i)  Good  understanding  of  both  theories  and  practice  of  the  financial  products,  fiscal  policy  and 
market  activities  and  of  risk  management  in  different  financial  institutions 

(ii)  Good  understanding  and  experience  with  financial  econometric  models  and  familiar  with 
.statistic  software  and  financial  markets  data  bases 

(iii)  Experience  in  private  sector  or  regulatory  bodies  that  brings  direct  exposure  to  the  financial 
products,  institutions  and  markets. 

COORDINATION  OFFICER 

Coordination  Officer  will  (a)  perform  coordination  activities  to  reconstitute  AMRO  to  an 
international  organization,  (b)  coordinate  with  ASEAN+3  authorities  (including  the  Host  Country 
authorities),  (c)  cooperate  with  other  international  organisations,  (d)  organize  AMRO’s  Advisory 
Panel  meetings  and  (e)  undertake  AMRO’s  public  relations. 

The  candidate  should  have  (i)  An  advanced  degree  in  Laws,  Economics,  Finance,  or  related  fields 
from  a  reputable  university  with  strong  conceptual  and  analytical  skills  and  excellent  verbal  and 
written  English  to  deal  with  complex  legal  and  policy  issues;  (ii)  At  least  5  years  of  relevant  working 
experiences,  preferably  related  to  organization  of  international  financial  institutions  (IFIs);  (iii) 
Knowledge  and  experiences  of  international  financial  cooperation. 


We  require  candidates  to  possess  excellent  oral  and  written  communication  skills  in  English. 
Qualified  candidates  should  send  (a)  CV,  (b)  brief  description  on  the  relevant  working  experiences, 
and  (c)  earliest  starting  date  of  employment  at  AMRO,  by  31  January  2014  (GMT+8)  to  futurestep. 
avature.net/AMRO 
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Economic  data 

%  change  on  year  ago 

Gross  domestic  product 

latest  qtr*  2013t 

Industrial 

production 

latest 

Consumer 

latest 

prices 

2013t 

Unemployment 
rate, % 

Current-account  balance 

latest  12  %  of  GDP 

months,  $bn  2013* 

Budget 

balance 

%  of  GDP 
2013* 

Interest 
rates, % 

10-year  gov't 
bonds,  latest 

Currency  units,  per$ 

Jan  8th  year  ago 

United  States 

+2.0  03 

+4.1 

+1.8 

+3.2  Nov 

+1.2  Nov 

+1.5 

7.0  Nov 

-398.7  Q3 

-2.5 

-4.1 

2.99 

- 

- 

China 

+7.8  Q3 

+9.1 

+7.7 

+10.0  Nov 

+2.5  Dec 

+2.6 

4.0  Q35 

+184.0  Q3 

+1.9 

-2.0 

4.5455 

6.05 

6.22 

Japan 

+2.4  Q3 

+1.1 

+1.7 

+5.0  Nov 

+1.6  Nov 

+0.2 

4.0  Nov 

+41.2  Oct 

+0.9 

-8.2 

0.71 

105 

87.1 

Britain 

+1.9  03 

+3.1 

+1.5 

+3.2  Oct 

+2.1  Nov 

+2.6 

7.4  Sep** 

-94.9  Q3 

-3.7 

-6.7 

3.17 

0.61 

0.62 

Canada 

+1.9  Q3 

+2.7 

+1.7 

+3.1  Oct 

+0.9  Nov 

+1.0 

6.9  Nov 

-59.9  Q3 

-3.0 

-3.0 

2.72 

1.08 

0.99 

Euro  area 

-0.4  Q3 

+0.3 

-0.4 

+0.2  Oct 

+0.8  Dec 

+1.4 

12.1  Nov 

+270.7  Oct 

+2.0 

-2.9 

1.91 

0.74 

0.77 

Austria 

+0.7  Q3 

+2.5 

+0.4 

-0.6  Oct 

+1.4  Nov 

+1.8 

4.8  Nov 

+9.6  Q3 

+2.5 

-2.9 

2.24 

0.74 

0.77 

Belgium 

+0.4  Q3 

+1.2 

+0.1 

+6.3  Oct 

+1.0  Dec 

+1.2 

8.4  Nov 

-12.6  Sep 

-1.5 

-3.0 

2.62 

0.74 

0.77 

France 

+0.2  Q3 

-0.5 

+0.2 

nil  Oct 

+0.7  Nov 

+1.0 

10.8  Nov 

-45.5  Oct 

-1.9 

-4.lv 

2.37 

0.74 

0.77 

Germany 

+0.6  Q3 

+1.3 

+0.5 

+1.1  Oct 

+1.4  Dec 

+1.5 

6.9  Dec 

+260.3  Nov 

+6.9 

+0.1 

1.91 

0.74 

0.77 

Greece 

-3.0  03 

na 

-3.6 

-5.2  Oct 

-2.9  Nov 

-0.8 

27.4  Sep 

+1.3  Oct 

+0.8 

-2.2 

7.89 

0.74 

0.77 

Italy 

-1.8  Q3 

-0.1 

-1.8 

-0.5  Oct 

+0.7  Dec 

+1.3 

12.7  Nov 

+16.3  Oct 

+0.5 

-3.2 

3.90 

0.74 

0.77 

Netherlands 

-0.4  Q3 

+0.8 

-1.1 

+2.1  Oct 

+1.7  Dec 

+2.4 

8.2  Nov 

+83.6  Q3 

+9.5 

-3.5 

2.20 

0.74 

0.77 

Spain 

-1.2  03 

+0.5 

-1.3 

+1.8  Oct 

+0.2  Nov 

+1.5 

26.7  Nov 

+10.4  Oct 

+0.8 

-7.1 

3.81 

0.74 

0.77 

Czech  Republic 

-0.3  03 

+0.9 

-1.4 

+6.3  Nov 

+1.4  Dec 

+1.3 

8.2  Dec5 

-3.4  03 

-1.6 

-2.9 

2.55 

20.2 

19.6 

Denmark 

+0.5  Q3 

+1.5 

+0.5 

+3.2  Oct 

+0.5  Nov 

+1.1 

5.7  Nov 

+22.7  Nov 

+4.5 

-0.3 

1.96 

5.49 

5.71 

Hungary 

+1.8  Q3 

+3.6 

+0.7 

+6.0  Nov 

+0.9  Nov 

+1.7 

9.3  Nov5** 

+3.1  Q3 

+1.8 

-3.0 

5.56 

221 

224 

Norway 

+2.1  03 

+2.9 

+1.7 

+0.3  Nov 

+2.5  Nov 

+2.3 

3.3  Oct** 

+61.0  Q3 

+13.0 

+13.0 

2.93 

6.19 

5.61 

Poland 

+1.9  Q3 

na 

+1.5 

+3.0  Nov 

+0.6  Nov 

+1.0 

13.2  Nov5 

-9.7  Oct 

-2.1 

-4.0 

4.50 

3.07 

3.16 

Russia 

+1.2  Q3 

na 

+1.5 

-1.0  Nov 

+6.4  Dec 

+6.8 

5.4  Nov5 

+38.9  Q3 

+2.3 

-0.5 

7.91 

33.1 

30.3 

Sweden 

+0.3  Q3 

+0.3 

+0.9 

-5.0  Oct 

+0.1  Nov 

+0.1 

7.5  Nov* 

+34.3  03 

+6.0 

-2.0 

2.44 

6.56 

6.55 

Switzerland 

+1.9  Q3 

+2.1 

+1.9 

+0.7  Q3 

+0.1  Nov 

-0.2 

3.2  Nov 

+79.9  Q3 

+10.9 

+0.2 

1.18 

0.91 

0.93 

Turkey 

+4.4  Q3 

na 

+3.9 

+4.6  Nov 

+7.4  Dec 

+7.5 

9.9  Sep5 

-60.9  Oct 

-7.4 

-1.5 

10.16 

2.18 

1.78 

Australia 

+2.3  03 

+2.3 

+2.4 

+2.7  Q3 

+2.2  Q3 

+2.4 

5.8  Nov 

-51.3  03 

-2.8 

-2.2 

4.30 

1.12 

0.95 

Hong  Kong 

+2.9  Q3 

+2.1 

+3.0 

-0.9  Q3 

+4.3  Nov 

+4.3 

3.3  Nov** 

+5.4  Q3 

+2.1 

+1.8 

2.41 

7.75 

7.75 

India 

+4.8  Q3 

+16.5 

+4.9 

-1.8  Oct 

+11.2  Nov 

+10.1 

9.9  2012 

-76.9  03 

-3.1 

-5.1 

8.80 

62.2 

55.1 

Indonesia 

+5.6  Q3 

na 

+5.6 

-3.7  Oct 

+8.4  Dec 

+7.0 

6.3  Q35 

-32.1  03 

-3.9 

-3.3 

na 

12,235 

9,670 

Malaysia 

+5.0  Q3 

na 

+4.8 

+4.3  Nov 

+2.9  Nov 

+2.0 

3.3  Oct5 

+14.2  03 

+5.0 

-4.2 

4.15 

3.28 

3.04 

Pakistan 

+6.1  2013* 

*  na 

+6.1 

+3.9  Oct 

+9.2  Dec 

+7.5 

6.2  2013 

-4.1  Q3 

-0.9 

-8.0 

12.65*** 

106 

97.4 

Singapore 

+4.4  Q4 

-2.7 

+3.5 

+3.9  Nov 

+2.6  Nov 

+2.4 

1.8  Q3 

+49.8  Q3 

+19.9 

+0.7 

2.53 

1.27 

1.23 

South  Korea 

+3.3  Q3 

+4.3 

+2.8 

-1.3  Nov 

+1.1  Dec 

+1.1 

2.7  Nov5 

+66.6  Nov 

+4.7 

+0.7 

3.64 

1,065 

1,063 

Taiwan 

+1.7  03 

+1.1 

+1.8 

-0.1  Nov 

+0.3  Dec 

+0.8 

4.2  Nov 

+56.3  Q3 

+11.5 

-2.3 

1.70 

30.1 

29.0 

Thailand 

+2.6  Q3 

+5.2 

+3.0 

-10.6  Nov 

+1.7  Dec 

+2.2 

0.6  Oct5 

-6.1  Q3 

-1.6 

-3.1 

3.78 

33.1 

30.4 

Argentina 

+5.5  Q3 

-0.7 

+5.1 

-4.7  Nov 

-  *** 

- 

6.8  Q35 

-3.5  03 

-0.6 

-3.3 

na 

6.60 

4.93 

Brazil 

+2.2  Q3 

-1.9 

+2.2 

+0.4  Nov 

+5.8  Nov 

+6.2 

4.6  Nov5 

-81.1  Nov 

-3.7 

-2.7 

13.25 

2.38 

2.04 

Chile 

+4.7  Q3 

+5.4 

+4.4 

+3.3  Nov 

+3.0  Dec 

+1.8 

5.7  Nov5** 

-9.5  Q3 

-3.6 

-1.0 

5.17 

533 

473 

Colombia 

+5.1  Q3 

+4.5 

+4.2 

+0.5  Oct 

+1.9  Dec 

+2.0 

8.5  Nov5 

-12.6  03 

-3.5 

-0.7 

6.82 

1,934 

1,773 

Mexico 

+1.3  Q3 

+3.4 

+1.2 

+0.1  Oct 

+3.6  Nov 

+3.8 

4.6  Nov 

-24.9  03 

-1.6 

-2.6 

7.75 

13.1 

12.8 

Venezuela 

+1.1  03 

-0.8 

+1.2 

+0.8  Sep 

+58.1  Nov 

+40.9 

6.6  Nov5 

+6.9  Q3 

+2.6 

-9.5 

na 

6.29 

4.29 

Egypt 

+1.0  Q3 

na 

+2.0 

-21.0  Oct 

+11.7  Dec 

+8.5 

13.4  Q3S 

-4.5  Q3 

-2.5 

-13.7 

na 

6.96 

6.48 

Israel 

+2.3  03 

+2.0 

+3.2 

-1.1  Oct 

+1.9  Nov 

+1.5 

5.5  Nov 

+3.3  03 

+1.6 

-3.2 

3.66 

3.50 

3.78 

Saudi  Arabia 

+3.8  2013 

na 

+2.9 

na 

+3.1  Nov 

+3.7 

5.5  2012 

+137.0  02 

+18.4 

+6.1 

na 

3.75 

3.75 

South  Africa 

+1.8  Q3 

+0.7 

+1.9 

+1.7  Oct 

+5.3  Nov 

+5.8 

24.7  Q35 

-22.1  Q3 

-6.5 

-4.8 

7.96 

10.7 

8.60 

Source:  Haver  Analytics.  *%  change  on  previous  quarter,  annual  rate,  *77)e  Economist  poll  or  Economist  Intelligence  Unit  estimate/forecast.  5Not  seasonally  adjusted.  *New  Series.  **Year  ending  June.  ttLatest  3 
months.  **3-month  moving  average.  555-year  yield  ***0fficial  number  not  reliable;  The  State  Street  PriceStats  Inflation  Index,  October  18.99%;  year  ago  27.02%  *t*Dollar-denominated  bonds. 
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Markets 


%  change  on 


Dec  31st  2012 


Index 
Jan  8th 

one 

week 

in  local 
currency 

in  $ 
terms 

United  States  (DJIA) 

16,462.7 

-0.7 

+25.6 

+25.6 

China  (SSEA) 

2,139.5 

-3.4 

-10.0 

-7.3 

Japan  (Nikkei  225) 

16,121.5 

-1.0 

+55.1 

+27.9 

Britain  (FTSE 100) 

6,721.8 

-0.4 

+14.0 

+15.5 

Canada  (S&PTSX) 

13,614.6 

-0.1 

+9.5 

+1.0 

Euro  area(FTSE  Euro  100) 

1,020.2 

nil 

+19.1 

+22.9 

Euro  area  (EURO  STOXX  50)  3,110.7 

+0.1 

+18.0 

+21.7 

Austria  (ATX) 

2,669.3 

+4.8 

+11.2 

+14.7 

Belgium  (Bel  20) 

2,932.7 

+0.3 

+18.5 

+22.2 

France  (CAC  40) 

4,261.0 

-0.8 

+17.0 

+20.7 

Germany (DAX)* 

9,497.8 

-0.6 

+24.8 

+28.7 

Greece  (Athex  Comp) 

1,279.4 

+10.0 

+40.9 

+45.4 

Italy  (FTSE/MIB) 

19,436.3 

+2.5 

+19.4 

+23.2 

Netherlands  (AEX) 

403.9 

+0.5 

+17.8 

+21.6 

Spain  (Madrid  SE) 

1,047.2 

+3.5 

+27.0 

+31.0 

Czech  Republic  (PX) 

996.3 

+0.7 

-4.1 

-9.6 

Denmark  (OMXCB) 

587.0 

+3.7 

+29.7 

+33.8 

Hungary  (BUX) 

18,681.5 

+0.6 

+2.8 

+2.9 

Norway  (OSEAX) 

604.4 

+0.3 

+23.2 

+10.8 

Poland  (WIG) 

50,482.9 

-1.6 

+6.4 

+7.2 

Russia  (RTS,  $  terms) 

1,390.4 

-3.6 

-1.2 

-8.9 

Sweden  (0MXS30) 

1,324.8 

-0.6 

+19.9 

+19.0 

Switzerland  (SMI) 

8,352.8 

+1.8 

+22.4 

+23.3 

Turkey (BIST) 

67,331.7 

-0.7 

-13.9 

-29.4 

Australia  (All  Ord.) 

5,318.7 

-0.6 

+14.0 

-2.4 

Hong  Kong  (Hang  Seng) 

22,996.6 

-1.3 

+1.5 

+1.5 

India  (BSE) 

20,729.4 

-1.9 

+6.7 

-6.0 

Indonesia  (JSX) 

4,200.6 

-1.7 

-2.7 

-23.3 

Malaysia  (KLSE) 

1,831.3 

-1.9 

+8.4 

+1.2 

Pakistan  (KSE) 

26,341.1 

+2.9 

+55.8 

+43.6 

Singapore  (STI) 

3,150.7 

-0.5 

-0.5 

-4.4 

South  Korea  (KOSPI) 

1,959.0 

-2.6 

-1.9 

-1.4 

Taiwan  (TWI) 

8,556.0 

-0.6 

+11.1 

+7.3 

Thailand  (SET) 

1,257.7 

-3.2 

-9.6 

-16.4 

Argentina  (MERV) 

5,388.9 

nil 

+88.8 

+40.5 

Brazil  (BVSP) 

50,576.6 

-1.8 

-17.0 

-28.7 

Chile  (IGPA) 

18,204.1 

-0.1 

-13.6 

-22.4 

Colombia  (IGBC) 

12,781.5 

-2.2 

-13.1 

-20.6 

Mexico  (IPC) 

41,515.5 

-2.8 

-5.0 

-5.6 

Venezuela  (IBC) 

2,713.9 

-0.8 

-99.4 

na 

Egypt  (Case  30) 

6,887.5 

+1.5 

+26.1 

+15.4 

Israel  (TA-100) 

1,219.8 

nil 

+16.3 

+23.8 

Saudi  Arabia  (Tadawul) 

8,652.5 

+0.5 

+27.2 

+27.2 

South  Africa  (JSE  AS) 

45,697.0 

-1.2 

+16.4 

-7.8 

I  The  Economist  poll  of  forecasters,  January  averages  (previous  month's,  if  changed) 


Real  GDP,  %  change  Consumer  prices  Current  account 

Low/high  range  average _  %  change  %  of  GDP 


2013 

2014 

2013 

2014 

2013 

2014 

2013 

2014 

Australia 

2.2/2. 7 

2. 0/3. 4 

2.4 

(2.5) 

2.8  (2.7)  2.4  (2.3) 

2.6 

-2.8  (-2.6) 

-3.0  (-2.8) 

Belgium 

nil/0.2 

0.6/1. 3 

0.1 

1.1 

1.2 

1.3 

-1.5  (-1.0) 

-1.3  (-0.6) 

Britain 

1.4/1. 9 

2. 3/3. 2 

1.5 

(1.4) 

2.7  (2.6)  2.6 

2.4  (2.5) 

-3.7  (-3.5) 

-3.2  (-2.9) 

Canada 

1.5/1. 8 

1.8/2. 9 

1.7 

2.3 

1.0 

1.5  (1.6) 

-3.0  (-3.1) 

-2.9  (-2.8) 

France 

nil/0.2 

0.4/1. 5 

0.2 

0.8 

1.0 

1.2  (1.3) 

-1.9 

-1.8 

Germany 

0. 4/0.6 

1.4/2. 1 

0.5 

1.7 

1.5  (1.6) 

1.5  (1.6) 

6.9 

6.7  (6.6) 

Italy 

-1.9/-1.6 

0.1/0.8 

-1.8 

0.4  (0.3)  1.3 

0.9  (1.2) 

0.5 

0.7  (0.8) 

Japan 

1.6/1. 9 

0. 7/2.0 

1.7 

(1.8) 

1.5 

0.2  (0.3) 

2.1  (2.2) 

0.9  (1.0) 

1.2  (1.3) 

Netherlands 

-1.3/-0.9 

0.1/1. 1 

-1.1 

0.5 

2.4  (2.6) 

1.6  (1.4) 

9.5  (10.6) 

9.9  (10.6) 

Spain 

-1.3/-1.2 

nil/1.0 

-1.3 

0.5 

1.5 

0.6 

0.8 

1.4  (1.6) 

Sweden 

0.7/1. 2 

1. 5/2.8 

0.9 

(0.8) 

2.2 

0.1 

0.9  (1.2) 

6.0 

5.8  (6.0) 

Switzerland 

1. 7/2.0 

1. 7/2.3 

1.9 

(1.8) 

2.0 

-0.2  (-0.1) 

0.5  (0.6) 

10.9  (12.6) 

11.1  (12.2) 

United  States 

1. 6/2.0 

2.2/3. 2 

1.8 

(1.7) 

2.7 

1.5 

1.6  (1.7) 

-2.5  (-2.4) 

-2.4  (-2.3) 

Euro  area 

-0.5/-0.1 

0.6/1. 3 

-0.4 

1.0 

1.4 

1.1  (1.2) 

2.0 

2.0 

Sources:  Bank  of  America,  BNP  Paribas,  Citigroup,  Commerzbank,  Decision  Economics,  Deutsche  Bank,  Economist  Intelligence 
Unit,  Goldman  Sachs,  HSBC  Securities,  ING,  JPMorgan  Chase,  KBC  Bank,  Morgan  Stanley,  RBC,  RBS,  Schroders,  Scotia  Capital, 
Societe  Generate,  Standard  Chartered,  UBS 


Other  markets 


%  change  on 


Dec  31st  2012 


Index 
Jan  8th 

one 

week 

in  local  in  $ 
currency  terms 

United  States  (S&P  500) 

1,837.5 

-0.6 

+28.8 

+28.8 

United  States  (NAScomp) 

4,165.6 

-0.3 

+38.0 

+38.0 

China  (SSEB,  $  terms) 

245.1 

-3.4 

-2.8 

+0.1 

Japan  (Topix) 

1,306.2 

+0.3 

+51.9 

+25.3 

Europe  (FTSEurofirst  300) 

1,321.2 

+0.4 

+16.5 

+20.2 

World,  dev’d  (MSCI) 

1,650.2 

-0.7 

+23.3 

+23.3 

Emerging  markets  (MSCI) 

973.2 

-2.9 

-7.8 

-7.8 

World,  all  (MSCI) 

404.9 

-0.9 

+19.2 

+19.2 

World  bonds  (Citigroup) 

905.1 

-0.2 

-4.2 

-4.2 

EMBI+  (JPMorgan) 

651.1 

-0.1 

-8.4 

-8.4 

Hedge  funds  (HFRX) 

1,224.35 

-0.1 

+6.6 

+6.6 

Volatility,  US  (VIX) 

12.9 

+13.7 

+18.0  (levels) 

CDSs,  Eur  (iTRAXX)t 

70.7 

+0.7 

-40.3 

-38.4 

CDSs,  N  Am  (CDX)t 

65.0 

+4.1 

-34.5 

-34.5 

Carbon  trading  (EU  ETS)  € 

4.7 

-6.0 

-29.6 

-27.4 

Sources:  Markit;  Thomson  Reuters.  'Total  return 
index. *Credit-default-swap  spreads,  basis  points. 5Jan  7th 


Indicators  for  more  countries  and  additional 
series  goto:  Economist.com/indicators 


The  Economist  commodity-price  index 

2005=100 


%  change  on 


Dec  31st 

Jan  7th* 

one 

month 

one 

year 

Dollar  Index 

All  Items 

165.0 

163.5 

-1.4 

-11.2 

Food 

180.6 

179.7 

-2.6 

-12.9 

Industrials 

All 

148.8 

146.7 

+0.1 

-9.0 

Nfat 

159.1 

157.0 

-1.0 

-5.5 

Metals 

144.4 

142.3 

+0.7 

-10.6 

Sterling  Index 

All  items 

181.2 

181.3 

-1.2 

-13.2 

Euro  Index 

All  items 

148.9 

149.4 

-0.2 

-14.8 

Gold 

$  peroz 

1,207.9 

1,227.1 

-2.7 

-25.8 

West  Texas  Intermediate 

$  per  barrel 

98.6 

93.8 

-4.8 

+0.6 

Sources:  Bloomberg;  CME  Group;  Cotlook;  Darmenn  &  Curl;  FT; 
ICCO;  ICO;  ISO;  Live  Rice  Index;  LME;  NZ  Wool  Services;  Thompson 
Lloyd  &  Ewart;  Thomson  Reuters;  Urner  Barry;  WSJ.  *Provisional 
^Non-food  agriculturals. 
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Mikhail  Kalashnikov 


Mikhail  Timofeyevich  Kalashnikov,  weapons  inventor,  died  on  December  23rd, 

aged  94 


THE  weapon  is  so  simple  that  even  a 
child  can  use  it.  Alas,  many  do.  Pick  it 
up,  with  its  distinctive  short  barrel  and 
curved  magazine,  and  it  feels  compact,  ro¬ 
bust  and  not  too  heavy.  The  controls  are 
easy.  One  lever  swivels  through  three  set¬ 
tings  from  safety  to  single  shot  to  automat¬ 
ic  fire.  Changing  the  large  magazine  takes  a 
few  seconds.  Although  it  is  not  that  accu¬ 
rate,  with  a  kick  on  the  recoil,  a  competent 
user  can  fire  around  100  bullets  a  minute. 
Best  of  all,  it  works  fine  in  any  conditions- 
wet,  sand,  jungle.  Even  when  dirty,  it  al¬ 
most  never  jams.  It  is  cheap  and  quick  both 
to  make  and  to  copy-of  the  100m  Kalash¬ 
nikovs  in  circulation  in  2009,  about  half 
were  counterfeit.  No  wonder  that,  for  50 
years,  this  has  been  the  weapon  of  choice 
for  guerrillas  everywhere,  from  Vietnam  to 
the  Congo  and  from  Nicaragua  to  Iraq. 

Mikhail  Kalashnikov  laboured  all  his 
life  to  make  his  gun  the  best.  He  cared,  as 
keenly  as  any  craftsman,  for  order  and  sim¬ 
plicity.  If  he  saw  a  piece  of  litter,  he  had  to 
pick  it  up.  If  a  fly  dared  to  enter  his  apart¬ 
ment,  he  had  to  shoo  it  out.  He  liked  to  be 
surrounded  only  by  lovely  objects  and 
good  books:  Montesquieu,  Seneca  and  the 
Russian  poets,  Nekrasov  and  Esenin, 
whose  works  he  had  long  tried  to  imitate. 
Lovely  things  included,  to  his  mind,  the 
AK-47.  Though  judged  by  others  a  pretty 


crude  piece  of  kit,  it  was  his  passion,  and 
he  never  ceased  to  try  to  perfect  it. 

This  compulsive  tinkering  was  inborn. 
Any  old  piece  of  machinery  he  found  as  a 
child  on  the  family  farm  had  to  be  taken 
apart,  to  see  how  it  worked.  He  kept  a 
cache  of  bits  in  the  hope  of  making  a  per¬ 
petual-motion  machine.  As  a  teenager  he 
fell  in  love  with  an  old  pistol,  also  repeat¬ 
edly  taken  apart.  He  shed  tears  when,  be¬ 
cause  it  was  illegal  to  carry  such  a  thing,  he 
had  to  throw  the  pieces  away  in  the  forest. 
Constant  reassembling,  as  well  as  straight 
borrowing,  were  essential  qualities  in  a 
weapons-maker.  The  AK-47  combined 
components  from  the  Browning  rifle  and 
the  Garand  carbine,  as  well  as  elements 
unchanged  from  the  17th  century. 

For  Motherland  and  Stalin 

In  appearance,  especially  in  his  winter 
coats,  he  was  as  short,  compact  and  robust 
as  his  most  famous  gun  was,  and  with 
ever-increasing  rows  of  medals  on  his 
chest.  Called  up  for  war  service,  he  made 
such  a  diminutive  tank  commander  that 
he  was  better  off  inventing  and  designing. 
His  first  gadgets  were  for  tanks,  including  a 
device  to  make  it  easier  to  fire  a  pistol 
through  the  slits.  The  idea  for  a  better  rifle 
came  to  him  as  he  lay  in  hospital  in  1941-42, 
his  left  shoulder  shattered  by  shrapnel  at 


the  battle  of  Bryansk,  and  heard  other  sol¬ 
diers  moaning  about  the  uselessness  of 
their  rifles,  and  how  few  they  had.  He 
knew  that  first-hand;  on  his  way  to  the  hos¬ 
pital,  Germans  armed  with  MP-38S  had 
massacred  the  other  injured  men  in  his 
convoy.  The  Motherland  had  to  be  better 
defended.  And  the  job  was  up  to  him. 

His  first  ventures  in  weaponry  were 
over-complicated  and  unsuccessful.  He 
and  his  collaborators  kept  striving.  His  rifle 
design  eventually  won  in  1947  (hence  “47”), 
and  became  standard  issue  two  years  later. 
It  was  made  for  use  by  peasants  like  him¬ 
self,  the  sort  who  filled  the  Soviet  Union’s 
conscript  army:  untrained  men  more  used 
to  stacking  hay,  and  wearing  thick  gloves 
against  the  cold.  He  later  developed  the  pic 
light  machinegun,  also  for  them. 

Someone  told  him  that  Stalin  had  kept 
the  prototype  AK-47  on  his  desk  for  several 
days.  He  thrilled  to  think  of  it-oddly,  for  it 
was  on  Stalin’s  orders  that  his  family  in 
1930  had  been  labelled  kulaks  (rich  peas¬ 
ants  and  enemies  of  the  people),  evicted 
from  their  farm  and  deported  to  Siberia.  In 
the  same  year,  his  father  died  from  priva¬ 
tion  and  exhaustion.  As  a  teenager,  he  kept 
trying  to  get  back  to  the  village  that  had 
been  home;  he  ended  up  wandering  to 
Kazakhstan  and  working  as  an  engineer  at 
Matai  railway  station.  He  blamed  Stalin  for 
none  of  this,  however.  He  loved  him. 

That  love  was  all  the  more  fervent  be¬ 
cause  he  felt  branded  for  life  as  an  enemy 
of  the  state.  He  kept  his  history  quiet.  At  30, 
when  (to  his  huge  surprise)  he  was  made  a 
deputy  to  the  Supreme  Soviet  in  honour  of 
his  inventions,  he  expected  to  be  turned 
away  from  the  first  session.  He  never  was 
in  all  the  30  years  he  served,  but  love  and 
fear  fuelled  his  devotion  to  his  guns.  He 
worked  round  the  clock,  neglected  his  fam¬ 
ily,  never  took  holidays-unless  you  count¬ 
ed  hunting  trips  with  another  of  his  inven¬ 
tions,  the  self-loading  Saiga  carbine. 

All  of  it  was  done  for  Russia-or,  strictly 
speaking,  for  the  Soviet  Union  in  which  he 
still  believed,  not  the  modem  country  of 
bandits  and  nouveaux  riches  that  he  could 
hardly  recognise.  Not  one  kopeck  came  to 
him  from  the  AK-47,  he  said.  He  lived  com¬ 
fortably  enough  but,  like  any  wise  peasant, 
had  no  surplus.  His  assault  rifle  was  not 
patented  until  1999,  by  which  time  the 
world  was  awash  with  copies. 

He  hated  to  see  the  uses  his  gun  was  put 
to:  not  least,  in  the  hands  of  the  mujahi¬ 
deen,  to  drive  Soviet  soldiers  out  of  Af¬ 
ghanistan.  But  it  was  not  his  fault  if  politi¬ 
cians  decided  to  resort  to  violence.  So, 
despite  everything,  he  slept  well.  He 
hoped  to  be  remembered  for  his  poetry, 
not  his  weapons.  And,  after  a  hearty  meal 
of  his  own  fish  stew,  well  dosed  with  his 
own  brand-name  vodka,  he  would  raise  a 
glass  with  his  favourite  toast:  “May  our 
children  live  in  peace.”  ■ 
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